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FREEDOM OF INFORMATION ACT 
Release No. 42/January 26, 1976 


In the Matter of Request of 


MERRILL LYNCH, PIERCE, FENNER & SMITH, INC. 
et al. 


for access to investigatory records relating to Merrill 
Lynch, Pierce, Fenner & Smith, Inc. 


ORDER DENYING REQUEST 


This administrative appeal has been taken from the 
denial of the request of counsel for all respondents, 
except one, in the administrative proceeding entitled 
In the Matter of Merrill Lynch, Pierce, Fenner & 
Smith, Inc., No. 3-4329, for access to “any and all 
records in the custody or under the control of the 
Securities and Exchange Commission which were 
compiled or obtained in the course of the investiga- 
tion or prosecution of the proceeding and which 
relate to Merrill Lynch, Pierce, Fenner & Smith, In- 
corporated (‘Merrill Lynch”) or any of its present 
or former directors, officers or employees.” The re- 
quest specifically includes, but is not limited to: 


“1. Factual portions of any intra-agency and 
inter-agency memoranda; 


2. questionnaires filled out by present or 
former customers of Merrill Lynch and 
notes, memoranda and summaries prepared 
by the SEC or its staff concerning such 
questionnaires; 


3. notes, memoranda and summaries of or 
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relating to information obtained from present 


4 or former customers of Merrill Lynch and 


other persons by means of interviews or 
otherwise; 


4. documents given to or obtained by the 
SEC or its staff by present or former cus- 
tomers of Merrill Lynch or other persons; 


5. correspondence between the SEC or its 
staff and all persons, except the respondents 
in the proceeding or their attorneys; 


6. transcripts of testimony or statements 
py all persons other than respondents and 
witnesses who appeared at the hearings 

in the proceeding; 


7. drafts of the Order for Proceeding, 
More Definite Statements, and of other 
papers filed by the SEC or its staff in the 
proceeding; and 


8. memoranda or other records prepared 
by the SEC or its staff explaining the de- 
cision to institute the proceeding.” 


The records concerning the Merrill Lynch investi- 
gation and proceeding to which the respondents 
have not been given access consist of intra-agency 
memoranda and statements made and documents 
oresented to the SEC staff by investors who 

vere not used as witnesses in the presentation 

of the Division’s direct case. Pursuant to Rule 6 
of the Commission’s Rules Relating to Investi- 
gations, 17 CFR 203.6, and Section 6 of the 
Administrative Procedure Act, 5 U.S.C. §555, 
counsel has already been furnished with copies 

of all transcripts of, and documents produced 

by, their clients during the investigation of this 
matter. And during the course of the hearing, 

the staff has produced all prior statements of 

all witnesses who testified in the Division’s 

direct case as required by Rule 11.1 of the 
Commission’s Rules of Practice, 17 CFR 201.- 
11.1. Moreover, even prior to discovery, respond- 
ents were allowed to inspect and copy many re- 
cords in the Merrill Lynch files. Thus, the respond- 
ents have already had discovery of a substantial 
amount of the materials contained in the Com- 
mission’s files. 


The Commission, having given consideration 
to this matter, is of the view that all of the 
records enumerated above are at this time 
exempt from compelled disclosure pursuant 
to a request made under the Freedom of In- 
formation Act because they are investigatory 
records compiled for law enforcement purposes, 
the disclosure of which would interfere with 
enforcement proceedings and thus come with- 
in the seventh exemption set forth in the Act. 

U.S.C. §552(b)(7)(A). In addition, certain 

f the records enumerated above are inde- 
pendently exempt from compelled disclosure 


by virtue of the exemption for inter- or intra- 
agency memoranda. 5 U.S.C. §552(b)(5). 1/ 


With respect to the investigtive records exemption 
noted above, counsel for the respondents contends 
that disclosure of these records would not inter- 
fere with an enforcement proceeding, since the SEC 
has already completed its direct case in the admin- 
istrative proceeding and, therefore, “granting this 
request will not result in premature disclosure of 
the SEC’s case.” 


The Commission has stated as its general policy 
that so long as enforcement proceedings to 

which the records are relevant are pending, the 
records will not generally be made public. 2/ 
While granting the request herein would not re- 
sult in premature disclosure of the SEC’‘s direct 
case, since the staff’s direct case has been conclud- 
ed, the administrative proceeding is still pending. 
Giving the respondents access to the requested re- 
cords would result in premature disclosure of the 
staff’s rebuttal case, and thus could interfere with 
the pending administrative proceeding. 3/ If the 
respondents are entitled to any further access to 
Commission files, they should obtain it through 
the appropriate discovery procedures in the pend- 
ing administrative proceeding. 


In view of the above considerations, the Commis- 
sion is satisfied that the requested records are 
exempt from disclosure under the Freedom of 
Information Act, and that any further production 
which may be made ought to occur only in response 
to requests made pursuant to the rules of procedure 
applicable to the pending administrative proceeding. 


Accordingly, 1T 1S ORDERED that the request of 
Merrill Lynch, et al., for access to investigatory 
records relating to Merrill Lynch, Pierce, Fenner & 
Smith, Inc., be, and it is hereby denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ See Anton, et al. v. Securities and Exchange Com- 
mission, et al., Civ. Action No. 75-M-611 (Septem- 
ber 19, 1975); Robert C. Anton and Lambert Hir- 
sheimer, FOIA Release No. 20, 7 SEC Docket 429 
(July 22, 1975). 


2/ Securities Act Release No. 5571, 6 SEC Docket 
286 (February 21, 1975). See also Robert C. Anton 
and Lambert Hirsheimer, 7 SEC Docket 429 (July 
22, 1975). 


3/ Cf. In the Matter of Request of the Charleston 
Gazette, FOIA Release No. 18, 7 SEC Docket 337 
(July 8, 1975); /n the Matter of Request of Dow 
Jones & Co., Inc. and Ken Bacon, FO\A Release 
No. 12, 7 SEC Docket 186 (June 19, 1975); /n 
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The Matter of Request of Project on Corporate 
Responsibility, FOIA Release No. 7, 6 SEC 
Docket 828 (May 8, 1975). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12037/January 23, 1976 


NOTICE OF FILING OF PROPOSED RULES BY 
THE PACIFIC STOCK EXCHANGE, INC. 


(SR-PSE-76-3) 


Pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 785(b)(1), as amended by Pub. 
L. No. 94-39, (June 4, 1975), notice is hereby given 
that on January 15, 1976, the above-mentioned self- 
regulatory organization filed with the Securities and 
Exchange Commission a proposed rule change as 
follows: 


PSE STATEMENT OF THE TERMS OF SUBSTANCE 
OF THE PROPOSED RULE CHANGE 


The proposed rule change would amend the rules of 
the Pacific Stock Exchange, Inc. (““PSE” or “Paci- 
fic’) by adopting a new Rule VI, entitled “Exchange 
Options Trading,” and by making certain changes in 
existing Rule |, Section 12(k), and Rule X in order 
to conform such existing rules to proposed Rule VI 
and to the use of PSE as an options trading facility 
generally. The provisions of present Rule VI would 
become Sections 4, 5, and 6 of Rule V. 


These proposed rule changes are part of a plan de- 
veloped by PSE for the trading of call options in 
selected stocks which have qualified to be regis- 
tered and listed on national securities exchanges. 
The options to be traded on the PSE will have 
standardized expiration dates and exercise prices. 
The Options Clearing Corporation, Inc. (““OCC’’) 
which is jointly owned by exchanges with options 
programs will be the issuer and primary obligor 

of PSE options, and Pacific options will be exer- 
cised through the OCC. Each Pacific member firm 
must obtain the Exchange’s approval for the firm’s 
method of allocating exercise notices among cus- 
tomer accounts. 


The PSE intends to commence its pilot program 
with options in twenty underlying stocks of 
issuers which meet the listing standards in its 
proposed rule. The proposed standards are like 
those of exchanges presently trading options. 
Options in additional underlying stocks will be 
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added from time to time, with Commission approval, 


depending upon operating performance and capa- 
city and the degree of interest shown in the pro- 
gram. 


The PSE will not consider initiation of dual trading 
(i.e., trading on more than one national securities 
exchange of options, with the same terms, on the 
same underlying stock) as part of its initial options 


program unless the Commission has concluded (with 


a decision to permit dual trading in general) its pre- 
sent consideration of such dual trading prior to 
commencement of option trading on PSE. The Ex- 
change has, however, proposed to trade options on 
the same underlying securities as are traded on 
other options exchanges, but with different terms 
(i.e., different expiration months). Pending the re- 
solution of certain questions with the Commission, 
PSE will also consider trading options on over-the- 
counter stocks which meet the exchange’s listing 
standards. [Commission approval would be requir- 
ed for this.] 


Like the exchanges on which options are presently 
traded, PSE intends to utilize expiration months 
set at three month intervals, (January, April, July, 
October, etc.) with trading in an option commen- 
cing no earlier than approximately nine months 
prior to its expiration. A Pacific option will expire 
at 2:00 p.m. Pacific Time, on the Saturday immedi- 
ately following the third Friday of the expiration 
month, and the last time for trading these options 
will be 12:00 Noon Pacific Time on the business 
day immediately prior to the expiration date. The 
PSE will restrict trading in its options when it 
deems such action advisable in the public interest 
or for the protection of investors or in the interest 
of a fair, orderly, and competitive market. In addi- 
tion, the PSE would establish prohibitions on cer- 
tain opening transactions where the exercise price 
of the option was more than $5.00 above the clos- 
ing price of the underlying stock on the previous 
day and the closing price per option on the pre- 
vious day was below $.50. [This rule is for call 
options. ] 


Pacific’s options would generally be adjusted for 
stock splits, stock dividends and other stock dis- 
tributions in the same way as is presently done 

on the other national exchanges which trade op- 
tions. Unlike options traded in the over-the-coun- 
ter markets, no adjustment is made to any of the 
terms of PSE traded options to reflect the declara- 
tion or payment of ordinary cash dividends. 


The proposed rule changes give the PSE the power 
to establish limitations governing the maximum 
number of options relating to the same underlying 
security and the maximum number of such options, 
having the same expiration date, which may be 
held or written by a single investor or group of 
investors acting in concert. The Exchange may 

also restrict the exercise of options, for example, 

as to the number of options covering the same 
underlying security which may be exercised by 
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a holder or group of holders acting in concert within 


acertain period. 


In general, options will be traded on the PSE in a 
manner similar to options trading on the Chicago 
Board Options Exchange, Inc. (““CBOE”’), i.e., 
through use of a competing market maker system. 
Trading on the options trading floor will be con- 
ducted by and among three specific groups of in- 
dividuals: market makers, floor brokers, and order 
book officials. 


A market maker is a person who will be registered 
with PSE for the purpose of making transactions 
as a dealer/specialist on the floor of the Exchange. 
At the time an option on a particular underlying 
stock is approved for listing and trading, it will be 
allocated to two or more market makers who will 
have primary responsibility for maintaining a 
competitive and liquid market in that option as 
described in the Rules of the Exchange. Each mar- 
ket maker will be expected to engage, to a reason- 
able degree under existing circumstances, in deal- 
ings for his own account when there exists, or it 

is reasonably anticipated that there will exist, a 
lack of price continuity, a temporary disparity 
between the supply of and demand for a particu- 
lar option contract, or a temporary distortion of 
the price relationship between options contracts 
of the same class. 


Pacific's order book official (““OBO”’) will per- 
form the role of CBOE’s board broker. However, 


* unlike CBOE, Pacific’s OBO will be an exchange 


employee. The Exchange will establish an error 
fund to compensate members for the OBO’s mis- 
takes, and whenever the error fund equals $200,- 
000 the Exchange’s liability for the aggregate of 
errors committed on a given day will be limited 
to the fund. 


Before a customer may purchase or write a PSE 
option, his account must be approved for options 
trading. In connection with this approval, a 
member will be required to use due diligence to 
learn the essential facts relative to the customer, 
his financial situation, and investment objectives 
and to deliver to the customer a current Prospec- 
tus of the OCC covering PSE options. A member 
must also obtain from the customer a written 
statement concerning the awareness of and agree- 
ment to be bound by the Rules of the PSE and 
the Clearing Corporation and an agreement not 
to violate the position limits or exercise limits 
established by the Exchange. Customer accounts 
and all orders in such accounts, to the extent 

such accounts and orders relate to PSE options, 
must be supervised by a Registered Options Prin- 
cipal. 


No member (including member organizations and 
their registered employees) may recommend to 

a customer the purchase or sale of a PSE option 
unless that member has reasonable grounds to be- 
lieve, on the basis of information furnished by 


the customer about his investment objectives, 
financial situation and needs, and any other 
information known by the member, that the 
entire recommended transaction is not unsuit- 
able for the customer. The Exchange has addi- 
tional requirements regarding recommendations 
of uncovered writing transactions to customers 
as well as acceptance and approval of accounts 
over which a member or a partner, officer or 
employee in a member organization exercise 
discretionary power. 


PSE options transactions will be carried on the 
Options Price Reporting Authority system and 

will be monitored so as to permit the prompt 
discovery and assessment of any unusual trading 
patterns which may develop during a trading 
session. The Order Book Official will be assigned 
the responsibility of conducting routine surveillance. 
Inquiries will be undertaken if unusual activity, for 
no apparent reason, is observed, or unusual activity 
develops before important announcements, or if 
unusual concentrations of buying or selling are 
found. In addition, market makers, order book 
officials and floor brokers will promptly bring 

to the attention of the appropriate Exchange 
officer any unusual market activity or other cir- 
cumstances indicating that an inquiry is warranted. 


PSE proposed to follow the practice of other op- 
tions trading exchanges in that there will be situa- 
tions in which the bids or offers on the book (of 
the OBO in the case of Pacific) which are better 
than or equal to the bids or offers of others will 
not be given priority in executions. For example, 
the OBO may give market orders entitled to partici- 
pate in the opening, priority over limit orders on 
his book at the same price. Members are also entitled 
to certain priorities on split price transactions and 
on spread transactions. 


Pacific options will normally be traded from 7:00 
a.m. to 2:30 p.m. Pacific Time. This represents 
an increase of one and one-half hours for trading 
of options over other exchanges trading options. 


Within 35 days of the date of publication of this 
notice in the Federal Register, or within such 
longer period (i) as the Commission may designate 
up to 90 days of such date if it finds such longer 
period to be appropriate and publishes its reasons 
for so finding or (ii) as to which the above-men- 
tioned self-regulatory organization consents, the 
Commission will: 


(A) by order approve such proposed rule change; 
or 


(B) institute proceedings to determine whether 
the proposed rule change should be disapproved. 


Interested persons are invited to submit written data, 
views and arguments concerning the foregoing. Per- 
sons desiring to make written submissions should 
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file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, Washington, D. C. 20549. Copies of the 
filing with respect to the foregoing will be avail- 
able for inspection in the Public Reference Room, 
1100 L Street, N. W., Washington, D. C. Copies 
of such filing will also be available for inspection 
at the principal office of the above-mentioned 
self-regulatory organization. All submissions 
should refer to the file number referenced in 

the caption above and should be submitted within 
thirty days after the date of this publication. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12038/January 23, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE NEW YORK STOCK EXCHANGE, INC. ON 
BEHALF OF DEPOSITORY TRUST COMPANY, A 
REGISTERED CLEARING AGENCY 


(SR-NYSE-75-21) 


The New York Stock Exchange, Inc. (‘““NYSE”), on 
behalf of the Depository Trust Company (‘‘DTC”), 
its subsidiary and a registered clearing agency, sub- 
mitted on November 25, 1975 proposed rule 
changes under Rule 19b-4 under the Securities 
Exchange Act of 1934 to address certain operation- 
al problems associated with the addition of securi- 
ties to the list of Eligible Securities as such term is 
defined in the Rules of DTC. 


The rule changes result in the limitation of the 
services DTC would offer in respect of certain 
securities, if deemed necessary. The NYSE indi- 
cates that DTC Participants which today hold 
securities in “street name” are now subject to 
“service” limitations similar to those which would 
result from the proposed rule changes. 


The proposed rule changes would, among other 
things: permit DTC to deny credit to a depositing 
Participant if the Deposited Securities were not in 
proper form for registration of transfer or, in cer- 
tain instances, until such time as the Deposited 
Securities were registered in the name of DTC’s 
nominee; make clear that securities withdrawn 
from DTC may be in the form of a certificate 

first endorsed to, and then by, DTC’s nominee; 
deal with operational problems resulting from 
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the inability of DTC to register Deposited Securities 
in time for DTC’s nominee to be “of record” on the 
record date for a dividend, distribution or other 
transaction or for the exercise of voting rights by 
allowing DTC to establish cut-off dates for the de- 
posit of securities and to take specified action in 
the case of deposits after such cut-off dates. 


Publication of the submission is expected to be made 
in the Federal Register during the week of January 
26, 1976. In order to assist the Commission to de- 
termine whether to approve the proposed rule 
changes or institute proceedings to determine 
whether the proposed rule changes should be dis- 
approved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 21 days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written submissions should file six copies 
thereof with the Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D. C. 20549. Reference should be made to File No. 
SR-NYSE-76-21. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N. W., Washington, D. C. Copies of 
the filing will also be available at the principal office 
of the above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12039/January 23, 1976 


In the Matter of 


MIDWEST CLEARING CORPORATION 
120 South LaSalle Street 
Chicago, Illinois 60603 


(SR-MCC-75-3) 


ORDER APPROVING PROPOSED RULE CHANGES 
BY MIDWEST CLEARING CORPORATION WITH 
RESPECT TO ITS OMNIBUS PROXY SYSTEM 


On November 24, 1975, Midwest Clearing Corpora- 
tion (“MCC”) submitted proposed changes to MCC 
Rule 12 pursuant to Rule 19b-4 under the Securities 











Exchange Act of 1934 (the ““Act’’). By letter dated 
January 21, 1976, MCC provided the Commission 
AG vin clarification regarding its interpretation of 
Rule 12. 


In accordance with Section 19(b) of the Act and 
Rule 19b-4 thereunder, notice of the proposed 

rule changes was published in the Federa/ Register 
(40 Fed. Reg. 58902, December 19, 1975) and 

the public was invited to comment thereon. Notice 
of the filing and an invitation for comments also 
appeared in Securities Exchange Act Release No. 
34-11919, December 15, 1975. No letters of com- 
ment were received. 


The rule changes implement MCC’s omnibus proxy 
system under which MCC will prepare as of record 
date a listing called the Beneficial Participant Hold- 
ers List, indicating the names of the MCC partici- 
pants and the amounts of their respective free po- 
sition holdings. MCC then sends the listing along 
with an executed omnibus proxy to the issuer. 

The corporate issuer is thereafter charged with the 
distribution and solicitation of proxy materials di- 
rectly between it and the MCC participant. 


The Commission has reviewed the proposed rule 
change and accompanying letter of January 21, 
1976 and finds that they are consistent with the 
requirements of the Act and the rules and regula- 
tions thereunder, and in particular the requirements 
». of Section 17A and the rules and regulations there- 
\ under. 


IT iS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the proposed rule 
change contained in File No. SR-MCC-75-3 as 
clarified by the January 21, 1976 letter be, and 
hereby is, approved. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12040/January 23, 1976 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act’’) the termination of 
the temporary suspension of exchange and over-the- 
counter trading at 10:00 a.m. (EST) on January 26, 
1976 of the securities of Conrac Corporation (“Con- 
rac”), a New York corporation with principal exe- 
cutive offices located at 330 Madison Avenue, 

New York, New York 10017. 





The Commission initially suspended trading in 
Conrac’s securities on December 31, 1975 be- 
cause of questions which had arisen concerning 
the trading activity in the company’s securities. 


On January 21, 1976 the Commission initiated 
an injunctive proceeding charging 19 defendants 
with various violations of the federal securities 
laws in connection with their trading in Conrac’s 
securities (SEC v. Gilbert, et al., 76 Civ. 366 
[SDNY] ). None of the named defendants are 
officers, directors or employees of Conrac. 


The Commission cautions broker-dealers, share- 
holders and prospective purchasers that they 
should consider carefully the foregoing informa- 
tion along with all other currently available in- 
formation and any information subsequently issued 
by the company. 


Furthermore, brokers and dealers should be alert 
to the fact that, pursuant to Rule 15c2-11 under 
the Exchange Act, at the termination of the sus- 
pension, no quotation may be entered unless and 
until they have strictly complied with all of the 
provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has com- 
plied with said rule, he should not enter any quo- 
tatior but immediately contact the staff of the 
Securities and Exchange Commission, Division 
of Enforcement in Washington, D. C. If any 
broker or dealer is uncertain as to what is re- 
quired by Rule 15c2-11, he should refrain from 
entering quotations relating to the securities in 
question until such time as he has familiarized 
himself with said rule and is certain that all of 

its provisions have been met. If any broker or 
dealer enters any quotation which is in violation 
of said rule, the Commission will consider the 
need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12041/January 23, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY NEW YORK STOCK EXCHANGE, INC. 


(SR-NYSE-76-5) 


The New York Stock Exchange, Inc. (““NYSE’’) sub- 
mitted on January 21, 1976 a proposed rule change 
under Rule 12b-4 to regulate NYSE members effect- 
ing transactions on another national securities ex- 
change. 


Publication of the submission is expected to be made 
in the Federal Register during the week of January 
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36, 1976. In order to assist the Commission to de- 
termine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be dis- 
approved, interested persons are invited to sub- 
mit written data, views and arguments concern- 
ing the submission within 30 days from the date 
of publication in the Federal Register. Persons 
desiring to make written submissions should 

file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, 

D. C. 20549. Reference should be made to File 
No. SR-NYSE-76-5. 


Copies of the submission and of all written com- 
ments will be available for inspection at the Se- 
curities and Exchange Commission’s Public Refer- 
ence Room, 1100 L Street, N. W., Washington, 

D. C. Copies of the filings will also be available 

at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12042/January 23, 1976 


NOTICE OF FILING OF PROPOSED RULE 
CHANGES BY NEW YORK STOCK EX- 
CHANGE, INC. 


(SR-NYSE-76-2) 


The New York Stock Exchange, Inc. (‘““NYSE’’) 
submitted on January 13, 1976, a proposed rule 
change under Rule 19b-4 to regulate NYSE mem- 
bers effecting transactions over-the-counter with 
a third market maker or nonmember block posi- 
tioner. The proposed rule change has been sub- 
mitted in response to the adoption of Rule 19c-1 
under the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of . 
January 26, 1976. In order to assist the Commis- 
sion to determine whether to approve the pro- 
posed rule change or institute proceedings to 
determine whether the proposed rule change 
should be disapproved, interested persons are 
invited to submit written data, views and argu- 
ments concerning the submission within 30 

days from the date of publication in the 
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Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Ex- \g 
change Commission, 500 North Capitol Street, 

Washington, D. C. 20549. Reference should be 

made to File No. SR-NYSE-76-2. 


Copies of the submission and of all written com- 
ments will be available for inspection at the Securi- 
ties and Exchange Commission’s Public Reference 
Room, 1100 L Street, N. W., Washington, D. C 
Copies of the filing will also be available at the 
principal office of the above-mentioned self-regu- 
latory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12043/January 23, 1976 


In the Matter of 


PBW STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-PBWSE-75-6) 
ORDER APPROVING PROPOSED RULE CHANGE 


On October 20, 1975, PBW Stock Exchange, Inc. 
(“PBW”’) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act 

of 1934, 15 U.S.C. 78(s)(b)(1), as amended by 
Pub. L. No. 94-29, §16 (June 4, 1975) (the ““Act”), 
and Rule 19b-4 thereunder, copies of a proposed 
rule change. 


Notice of the proposed rule change together with 
the terms of substance of the proposed rule change 
was given by publication of a Commission Release 
(Securities Exchange Act Release No. 11804, No- 
vember 6, 1975) and by publication in the Feder- 
al Register (40 Fed. Reg. 52777, November 12, 
1975). 


ihe proposed rule change, as originally filed, was to 
expand PBW’‘s pilot option trading program by the 
listing of call options on twenty-five (25) addition- 
al underlying stocks. Such proposed rule change 
was subsequently amended by letters dated Decem- 
ber 9, 1975, December 15, 1975, December 29, 




















1975 and January 13, 1976. These amendments, 
j in effect, (i) permit the Commission to consider 
the original proposed rule change as two separate 
proposals, viz., an initial proposal to expand by 
the addition of fifteen (15) option classes, and 
asecond proposal to expand at a later time by 
the addition of ten (10) option classes, and (ii) 
provide for a “’phase-in plan” under which these 
option classes authorized by the Commission 
would be added gradually, and only to the extent 
that the available trading space on PBW’s floor 
could accommodate them. 


Only the first of the aforementioned proposals, 
.e., the proposal to expand PBW’s pilot option 
trading program by the listing of call options on 
fifteen (15) additional underlying stocks, has been 
considered by the Commission and is the subject 
of this order. 


ACCORDINGLY, the Commission finds that 

this proposed rule change is consistent with the 
requirements of the Act and the rules and regu- 
lations thereunder applicable to national securi- 
ties exchanges, and in particular, the requirements 
of Section 6 of the Act. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the expansion of 
PBW’s pilot option trading program by the addi- 
tion of fifteen (15) option classes, in the man- 

ner set forth in the aforementioned proposed 

rule change filed with the Commission on Octo- 
ber 20, 1975, as amended, be, and it hereby is, 
approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12044/January 23, 1976 


In the Matter of 


PBW STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-PBW-75-9) 


NOTICE OF FILING OF PROPOSED RULE 

CHANGE BY PBW STOCK EXCHANGE, INC. 

AND ORDER APPROVING PROPOSED RULE 
» CHANGE 


Pursuant to Section 19(b)(1) of the Securities Ex- 
change Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act’’) as amended by Pub. L. No. 94-29, §16 
(June 4, 1975), notice is hereby given that on 
December 29, 1975 and January 6, 1976, respec- 
tively, PBW Stock Exchange, Inc. (“PBW’’), a 
national securities exchange registered with the 
Commission pursuant to Section 6 of the Act, 
filed with the Commission a proposed rule change 
and a clarifying amendment thereto. Such Pro- 
posed Rule Change, as so amended, is hereinafter 
referred to as the “Proposed Rule Change”. The 
Proposed Rule Change is to amend the Commen- 
tary to PBW Rule 1013 so as to add new para- 
graph .05 reading as follows: 


.05 A Floor Broker representing a cus- 
tomer s order in options shall, prior to 
executing such order, ascertain that at 
least one Registered Options Trader is 
present in the trading crowd at the post 
when such order is executed. 


Publication of the Proposed Rule Change is expected 
to be made in the Federal Register during the week 
of January 26, 1976. Interested persons are invited 
to submit written data, views and arguments concern- 
ing the Proposed Rule Change and Commission 
approval of same. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D. C. 20549. Reference should be made to File No. 
SR-PBW- 75-9. 


The Commission is directed under Section 19(b)(2) 
of the Act to approve a proposed rule change of a 
self-regulatory organization if it finds such rule 
change to be consistent with the requirements of 
the Act and the rules and regulations thereunder 
applicable to such organization. The Commission 
finds that the Proposed Rule Change is consistent 
with the requirements of the Act and the rules and 
regulations thereunder applicable to national secur- 
ities exchanges including the requirements of Sec- 
tion 6 and the rules and regulations thereunder. In 
particular, Section 6(b)(5) of the Act requires that 
the rules of a national securities exchange be designed 
to “[facilitate] transactions in securitires, ... remove 
impediments to and perfect the mechanism of a free 
and open market ..., and, in general, ... protect in- 
vestors and the public interest ....” 


According to PBW, the Proposed Rule Change is 
designed to require at least one registered options 
trader to be present in the trading crowd when 
customers’ orders are brought to the floor for exe- 
cution, thereby assuring that floor brokers execu- 
ting customers’ orders will be afforded an opportun- 
ity to obtain broader trader participation in options 
trading on a more expeditious and continuing basis. 
PBW has expressed the belief that the Proposed 
Rule Change will protect investors and serve the 
public interest because increased participation 
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by registered options traders in the PBW options 
market has resulted in additional depth and li- 
quidity in options traded on PBW. 


Further, the Commission finds good cause for 
approving the Proposed Rule Change prior to 
the thirtieth day after the date of publication 
of notice of the filing thereof. PBW’s rules im- 
pose responsibilities on registered options 
traders similar to the responsibilities of special- 
ists, viz., the obligation to deal for their own 
accounts in a manner calculated to contribute 
to the maintenance of a fair and orderly mar- 
ket, and the obligation to help maintain a fair 
and orderly market when called upon by floor 
officials or floor brokers. The Commission 
finds that adoption of the Proposed Rule 
Change is a necessary and appropriate measure 
to assure that registered options traders fulfill 
such responsibilities. 


For the foregoing reasons, the Commissior 
finds good cause for approving the Proposed 
Rule Chnage prior to the thirtieth day after 
publication of notice of the filing thereof. 


IT iS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the Proposed Rule 
Change be, and it hereby is, approved. 


For the Commission by the Division of Market 


Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12045/January 23, 1976 


In the Matter of 


PBW STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-PBW-75-10) 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY PBW STOCK EXCHANGE, INC. 
AND ORDER APPROVING PROPOSED RULE 
CHANGE 


Purusuant to Section 19(b)(1) of the Securities Ex- 


change Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act’’) as amended by Pub. L. No. 94-29, §16 
(June 4, 1975), notice is hereby given that on 
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December 23, 1975 and January 12, 1976, respec- 
tively, PBW Stock Exchange, Inc. (“PBW”’), a na- 
tional securities exchange registered with the Com- 
mission pursuant to Section 6 of the Act, filed 
with the Commission a proposed rule change and 
a clarifying amendment thereto. (Such proposed 
rule change, as so amended, is hereinafter referred 
to as the ‘Proposed Rule Change”). The Proposed 
Rule Change is to amend the Commentary to 
PBW Rule 1013 so as to designate any registered 
options trader electing to engage in Exchange op- 
tions transactions as a specialist on the Exchange 
for all purposes under the Act and the rules and 
regulations thereunder with respect to options 
transactions initiated and effected by him on the 
floor in his capacity as a registered options trader. 


Publication of the Proposed Rule Chnage is expected 
to be made in the Federa/ Register during the week 
of January 26, 1976. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the Proposed Rule Change and Commis- 
sion approval of same. Persons desiring to make 
written submissions should file six copies thereof 
with the Secretary of the Commission, Securities 
and Exchange Commission, 500 North Capitol 
Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-PBW-75-10. 


The Commission is directed under Section 19(b)(2) 
of the Act to approve a proposed rule change of a 
self-regulatory organization if it finds such rule 
change to be consistent with the requirements of 
the Act and the rules and regulations thereunder 
applicable to such organization. The Commission 
finds that the Proposed Rule Change is consistent 
with the requirements of the Act and the rules 

and regulations thereunder applicable to national 
securities exchanges including the requirements of 
Section 6 and the rules and regulations thereunder. 
In particular, Section 6(b)(5) of the Act requires 
that the rules of a national securities exchange be 
designed to [facilitate] transactions in securities, 
... remove impediments to and perfect the mechan- 
ism of a free and open market ..., and, in general, 
... protect investors and the public interest ..... = 
PBW has stated that the purpose of the Proposed 
Rule Change is to permit registered options traders 
to obtain the same treatment under Regulations 

T and U of the Federal Reserve Board presently 
afforded to specialists in financing their options 
positions. According to PBW, lowering margin re- 
quirements applicable to the accounts of registered 
options traders would facilitate increased participa- 
tion of such traders in the options market, thus pro- 
vide additional depth and liquidity to such market, 
and thereby protect investors and serve the public 
interest. 


Further, the Commission finds good cause for 
approving the Proposed Rule Change prior to the 
thirtieth day after the date of publication of no- 
tice of the filing thereof. PBW’s rules impose re- 
sponsibilities on registered options traders similar 
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tion to deal for their own accounts in a manner 
Aiculated to contribute to the maintenance of a 
fair and orderly market, and the obligation to 
help maintain a fair and orderly market when 
called upon by floor officials or floor brokers. 


. the responsibilities of specialists, viz., the obli- 


To facilitate the fulfillment of these responsibili- 
ties by registered options traders, the Commis- 
sion deems it necessary and desirable to approve 
immediately the Proposed Rule Change which 
has the effect of affording to registered options 
traders the same treatment presently afforded 

to specialists with respect to margin require- 
ments. 


For the foregoing reasons, the Commission finds 
good cause for approving the Proposed Rule 
Change prior to the thirtieth day after publica- 
tion of notice of filing thereof. 


IT IS THEREFORE ORDERED, pursuant to 
Section 19(b)(2) of the Act, that the Proposed 
Rule Change be, and it hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12046/January 26, 1976 


Admin. Proc. File No. 3-4726 
In the Matter of 


H. CARLTON BELL, 
AUDY EUGENE CORDER, 


HARRY L. WINTERS 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Secur- 


ities Exchange Act and the Securities Investor 
Protection Act, H. Carlton Bell, Audy Eugene 
Corder and Harry L. Winters have submitted 
offers of settlement which the Commission has 
determined to accept. 


On the basis of the order for proceedings and the 
offers of settlement, it is found: 


(1) That Bell and Corder willfully violated 
Sections 5(a) and (c) and 17(a) of the 


Securities Act of 1933 and Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
thereunder; 


(2) That Winters willfully violated Sections 
5(a) and (c) and 17(a) of the Securities Act of 
1933, Section 10(b) of the Securities Exchange 
Act of 1934 and Rule 10b-5 thereunder, and 
willfully aided and abetted violations of Section 
17(a) of the Securities Exchange Act of 1934 
and Rule 17a-3 thereunder; and 


(3) That it is in the public interest to impose 
the sanctions specified in the offers of settle- 
ment. 1/ 


Accordingly, IT IS ORDERED that: 


H. Cariton Bell, Audy Eugene Corder and Harry L. 
Winters be, and they hereby are, barred from 
association with any broker or dealer effective at 
the opening of business on the second Monday 
after the date of this order; provided, however, 
that each may apply to become associated with a 
broker or dealer in a non-supervisory capacity 
after the expiration of one year from the date of 
this order. 


For the Commission, by its Secretary, pursuant 
te delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ The findings herein are not binding on any 
other respondent named in these proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12047/January 26, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE AMERICAN STOCK EXCHANGE, INC. 


(SR-Amex-76-3) 


The American Stock Exchange, Inc. submitted on Janu- 
ary 23, 1976, a proposed rule change under Rule 19b-4 
to amend Amex Rule 205. 


Publication of the submission is expected to be made 
in the Federal Register during the week of February 
2, 1976. In order to assist the Commission to deter- 
mine whether to approve the proposed rule change 

or institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
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and arguments concerning the submission within 
15 days from the date of publication in the Fed- 
eral Register. Persons desiring to make written 
submissions should file six copies thereof with 
the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be 
made to File No. SR-Amex-76-3. 


Copies of the submission and of all written com- 
ments will be available for inspection at the Se- 
curities and Exchange Commission’s Public Refer- 
ence Room, 1100 L Street, N. W., Washington, 

D. C. Copies of the filing will also be available 

at the principal office of the above mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12048/January 27, 1976 


An order has been issued granting the applications 
of the following exchanges to strike the specified 
security from listing and registration thereon: 


New York Stock Exchange, Inc. 
Garlock Inc. 


American Stock Exchange, Inc. 
Onan Corp. 


As a result of a tender offer by Colt Industries, Inc. 
which expired on December 3, 1975, less than 
255,000 of Garlock’s shares remain in public hands. 


Also, as a result of a tender offer by Hawker Siddley, 
Group Limited which expired on January 7, 1976, 
only 12,908 of Onan’s shares remained in public 
hands. In addition, based on the most recent clos- 
ing price of the common stock on the Exchange, 

the aggregate market value of the publicly held 
shares is $408,215.50. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12049/January 27, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY THE OPTIONS CLEARING CORPORATION 
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(SR-OCC-75-7) 


The Options Clearing Corporation (“OCC”) has 
submitted, pursuant to Rule 19b-4 under the Se- 
curities Exchange Act of 1934, proposed amend- 
ments to OCC's rules (the ““Amendments”). 

The Amendments are designed primarily to 
accommodate the issuance of put option con- 
tracts and the clearance and sett!ement of put 
transactions and exercises. OCC expects that 
trading in put options will begin on one or more 
of the options exchanges by May, 1976. Among 
other things, the Amendments provide for exer- 
cise settlements in respect of puts through cor- 
respondent clearing corporations, authorize 
OCC’s board of directors to suspend deliveries of 
underlying securities by writers of exercised puts 
under certain circumstances, add certain defini- 
tions and clarify the applicability of certain exist- 
ing rules to puts. The Amendments are generally 
of a technical and non-substantive nature. 


The proposed amendment to Article |, Section | 
of the OCC By-Laws defines the terms ‘’Receiv- 
ing Clearing Member” and “Delivering Clearing 
Member’’. The use of those terms facilitates the 
revision of OCC Rule 913 to cover exercise 
settlements for puts as well as calls. 


Article VI, Section 17 of OCC’s By-Laws permits 
OCC’s board of directors, during the ten business 
days preceding the expiration date for any series 
of options, to restrict the delivery by assigned 
writers of calls of underlying securities not owned 
by such writers, and in lieu of such delivery obli- 
gation, to require the assigned writer to pay, and 
the exercising holder to accept, a dollar settlement 
value fixed by OCC. The proposed amendment 
would clarify the authority of the board of direc- 
tors to take such action after, as well as during, the 
ten business days prior to the expiration date. In 
addition, the proposed amendment would permit 
similar restrictions to be imposed on deliveries of 
non-owned underlying securities by exercising 
holders of puts, except that if the restriction were 
to be imposed because of the suspension of trading 
in the underlying security, the board of directors 
could, instead of substituting the payment of a 
dollar settlement value for delivery of the under- 
lying securities, suspend deliveries of underlying 
securities until the suspension of trading is lifted 
or the board determines that the underlying se- 
curity has no value, whichever occurs first. 


The proposed amendment to OCC Rule 207 would 
require records of Exchange transactions maintain- 
ed by Clearing Members to reflect the type of op- 

tion (i.e., put or call) involved in each transaction. 


The proposed amendment to OCC Rule 601 makes 
it clear that the exemption from OCC’s margin 
requirements for short positions covered by the 
deposit of the underlying stock applies only to 
short positions in calls. The proposed amendment 
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to OCC Rule 610(g) makes it clear that specific 
deposits may be made only in respect of short 
positions in calls. 


The proposed amendment to OCC Rule 913 
modifies that Rule to provide for exercise settle- 
ments in respect of puts, as well as calls, through 
correspondent clearing corporations. 


The proposed amendment to OCC Rule 1107 
makes it clear that OCC’s right to prohibit buy- 
ins where a delivering Clearing Member is sus- 
pended after having deposited the underlying 
security applies only to cases in which the under- 
lying security was deposited in respect of a call 
option contract. 


Publication of the submission is expected to be 
made in the Federal Register during the week 
beginning January 26, 1976. Interested persons 
are invited to submit written data, views and 
arguments concerning the submission within 

21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be 
made to File No. SR-OCC-75-7. Copies of the 
submission and of all written comments will 

be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N. W., Washington, D. C. Copies 

of the filing will also be available at the princi- 

pal office of OCC. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12050/January 27, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY CINCINNATI STOCK EXCHANGE 


(SR-CSE-75-5) 


The Cincinnati Stock Exchange submitted on Jan- 
uary 22, 1975 an amended proposed rule change 
under Rule 19b-4 to conform the Exchange’s net 
capital rule to Rule 15c3-1. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 


January 26, 1976. In order to assist the Commis- 
sion to determine whether to approve the pro- 
posed rule change or institute proceedings to de- 
termine whether the proposed rule change should 
be disapproved, interested persons are invited to 
submit written data, views and arguments concern- 
ing the submission within twenty-one days from 

the date of publication in the Federal Register. 
Persons desiring to make written submissions should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D. C. 20549. 
Reference should be made to File No. SR-CSE-75-5. 


Copies of the submission and of all written com- 
ments will be available for inspection at the Se- 
curities and Exchange Commission’s Public Refer- 
ence Room, 1100 L Street, N. W., Washington, 
D. C. Copies of the filing will also be available at 
the principal office of the abovementioned self- 
regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12051/January 27, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MIDWEST STOCK EXCHANGE INC. 


(SR-MSE-76-2) 


The Midwest Stock Exchange, Inc., submitted on 
January 26, 1976, a proposed rule change under 
Rule 19b-4 to amend its interpretation of Midwest 
Stock Exchange Rule 1. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
Feburary 2, 1976. In order to assist the Commis- 
sion to determine whether to approve the proposed 
rule change or institute proceedings to determine 
whether the proposed rule change should be dis- 
approved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 15 days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Refer- 
ence should be made to File No. SR-MSE-76-2. 
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Copies of the submission and of all written com- 
ments will be available for inspection at the Se- 
curities and Exchange Commission's Public Re- 
ference Room, 1100 L Street, N. W., Washington, 
D. C. Copies of the filing will also be available at 
the principal office of the above mentioned self- 
regulatory organization. 


For the Commission by the Division of Market 


Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12052/January 27, 1976 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE MUNICIPAL SECURITIES 
RULEMAKING BOARD 


(SR-MSRB-76-1) 


The Municipal Securities Rulemaking Board sub- 
mitted on January 23, 1976, a proposed rule 
change under Rule 19b-4 to establish as assess- 
ment for municipal securities brokers and dealers 
based on the face amount of municipal securities 
underwritten by such persons. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty 
days of the filing of such proposed rule change, 
the Commission may summarily abrogate such 
rule change if it appears to the Commission that 
such action is necessary or appropriate in the 
public interest, for the protection of investors, 
or otherwise in furtherance of the purposes of 
the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
Feburary 2, 1976. Interested persons are invited to 
submit written data, views and arguments concern- 
ing the submission within 30 days from the date 
of publication in the Federal Register. Persons 
desiring to make written submissions should file 
six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D. C. 
20549. Reference should be made to File No. 
SR-MSRB-76-1. 


Copies of the submission and of all written com- 


ments will be available for inspection at the 
Securities and Exchange Commission’s Public 


1154/SEC DOCKET 





Reference Room, 1100 L Street, N. W., Washington, 
D. C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-re- 
gulatory organization. 





For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12053/January 27, 1976 


PUBLICATION FOR COMMENT OF PROPOSED 
RULE 15a-4 RELATING TO BROKER-DEALER 
REGISTRATION OF CERTAIN EXCHANGE 
MEMBERS 


(S7-612) 


(Comment Period Expires March 26, 1976) 


The Commission today published for comment pro- 
posed Rule 15a-4 under Section 15(a)(2) of the Se- 
curities Exchange Act of 1934 (the “Act’’) which 
would provide a temporary exemption from the 
broker-dealer registration requirement contained in 
Section 15 of the Act for certain members of na- 
tional securities exchanges. 





The Securities Acts Amendments of 1975 (Pub. L. 
No. 94-29 (June 4, 1975)) amended Section 15 of 
the Act, in effect, to require by December 1, 1975, 
persons effecting transactions exclusively on a na- 
tional securities exchange to register with the Com- 
mission as broker-dealers. Proposed Rule 15a-4 is 
designed to provide a temporary exemption from 
the broker-dealer registration requirement for a 
member of an exchange who becomes disassociated 
from a registered broker-dealer and who has filed 
Form BD. The exemption would permit the ex- 
change member to continue, with the written con- 
sent of the exchange submitted to the Commission 
with Form BD, to transact business on the floor 

of the exchange prior to the time that an order 
granting such registration as a broker-dealer has 
been issued by the Commission. Such exemption 
would not be available to any person while there 

is pending before the Commission any proceeding 
pursuant to Section 15(b)(1)(B) involving such 
person. 


The text of proposed Rule 15a-4 is as follows: 











Rule 15a-4 Forty-five day Exemption from 
Registration for Certain Members of National 










Securities Exchanges 


(a) A natural person who is a member of a 
national securities exchange shall, upon 
termination of his association with a regis- 
tered broker-dealer, be exempt, for a period 
of forty-five days after such termination 
from the registration requirement of Section 
15(a) of the Act solely for the purpose of 
continuing to effect transactions on the floor 
of such exchange if (1) such person has filed 
with the Commission an application for regis- 
tration as a broker-dealer and such person 
complies in all material respects with rules 

of the Commission applicable to registered 
brokers and dealers and (2) such exchange 
has filed with the Commission a statement 
that it has reviewed such application and 

that there do not appear to be grounds for 

its denial. 


(b) The exemption from registration pro- 
vided by this rule shall not be available to 
any person while there is pending before 
the Commission any proceeding involving 
any such person pursuant to Section 15(b) 
(1)(B) of the Act. 


Interested persons are invited to submit written 
views, data and arguments concerning proposed 
Rule 15a-4 before March 26, 1976. Persons de- 
siring to make written submissions should file six 
copies thereof with the Secretary of the Commis- 
sion, Securities and Exchange Commission, 
Washington, D. C. 20549. All submissions should 
refer to File Number S7-612. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12054/January 27, 1975 


The Securities and Exchange Commission announ- 
ced pursuant to Section 12(k) of the Securities 
Exchange Act of 1934 (“Exchange Act’) the tem- 
porary suspension of over the counter trading for 
the single ten day period commencing at 2:15 
p.m. (EST) on January 27, 1976 and terminating 
at midnight (EST) on February 5, 1976 of the 
securities of Metro-Urban Investment Corporation 
(“Metro”), a Utah corporation with principal exe- 
cutive offices located at 39 Exchange Place, 

Suite 23, Salt Lake City, Utah. 


The Commission ordered the suspension because 
of questions relating to recent market activity in 
Metro’s common stock as well as questions which 


have arisen with respect to the validity of certain 
information currently available concerning the 
operations and financial condition of Metro. 


The Commission cautions broker-dealers, share- 
holders, and prospective purchasers that they 
should carefully consider the foregoing informa- 
tion along with all other currently available in- 
formation and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert 
to the fact that, pursuant to Rule 15c2-11 under 
the Exchange Act, at the termination of the trad- 
ing suspension no quotation may be entered unless 
and until they have strictly complied with all of the 
provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied 
with said rule, he should not enter any quotation 
but immediately contact the staff of the Division 
of Enforcement in Washington, D. C. If any broker 
or dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quota- 
tions relating to the securities in question until 
such time as he has familiarized himself with said 
rule and is certain that all of its provisions have 
been met. If any broker or dealer enters any 
quotation which is in violation of said rule, the 
Commission will consider the need for prompt 
enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12055/January 27, 1976 


(File No. $7-613) 


RESCISSION OF SECURITIES EXCHANGE ACT 
RULE 19b-2; ADOPTION OF TEMPORARY 
SECURITIES EXCHANGE ACT RULE 11a1-1(T); 
PROPOSAL TO ADOPT SECURITIES EXCHANGE 
ACT RULE 11a1-2 AND TO AMEND SECURITIES 
EXCHANGE ACT RULE 17a-3(a)(9); AND RE- 
QUEST FOR SUBMISSIONS OF VIEWS ON SEC- 
TION 11(a) OF THE ACT GENERALLY 


The Commission announced today that it has rescinded, 
effective immediately, Securities Exchange Act Rule 
19b-2 1/and that, acting pursuant to the authority 
vested in it under the Securities Exchange Act of 1934 
(the ““Act’’) and particularly Sections 2, 3,6, 11, 11A, 
15, 19 and 23 thereof, 2/ it has adopted, effective 
immediately, Temporary Securities Exchange Act 
Rule 11a1-1(T). The Commission also proposed for 
comment Securities Exchange Act Rule 11a1-2 and 

an amendment to Securities Exchange Act Rule 
17a-3(a)(9) and requested public comment on Sec- 
tion 11(a) of the Act generally. 
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Rescission of Rule 19b-2 


Rule 19b-2 was adopted by the Commission on 
January 16, 1973, effective March 15, 1973. 3/ 
It required each national securities exchange to 
adopt a rule or rules specifying that every mem- 
ber of the exchange must have, as the principal 
purpose of its exchange membership, the conduct 
of a public securities business. The Rule specified 
that an exchange member would be deemed to 
have such a purpose if at least 80 percent of the 
volume of its exchange securities transactions 
effected by it during the preceding six calendar 
months were effected for or with persons other 
than affiliates or were effected pursuant to types 
of transactions specified in the rule. 


Under the Securities Acts Amendments of 1975, 
(the ‘1975 Amendments”), 4/ Section 11(a) of 
the Act was amended to prohibit any member of 

a national securities exchange from effecting 
transactions on such exchange for its own account, 
the account of an associated person, or an account 
with respect to which it or an associated person 
thereof exercises investment discretion (hereinafter 
collectively referred to as ‘ ‘covered accounts”’), sub- 
ject to specified exceptions. 5/ In its report to ac- 
company the 1975 Amendments, the Committee 
of Conference of the Senate and the House made 
clear that new Section 11(a) would displace Se- 
curities Exchange Act Rule 19b-2. 6/ In rescind- 
ing Rule 19b-2 effective immediately, the Com- 
mission finds that its action will not impose any 
burden on competition and that, in accordance 
with the Administrative Procedure Act, 7/ notice 
with respect to rescission of Rule 19b-2, prior to 
the Commission’s action, and public procedure 
thereon, are unnecessary. 


Temporary Rule 11a1-1(T), Proposed Rule 11a1-2 
and Proposed Amendment to Rule 17a-3 


By operation of Section 11(a)(3), the prohibitions 
of Section 11(a)(1) do not become effective until 
May 1, 1978, as to transactions on an exchange 
by persons who were members of that exchange 
on May 1, 1975; those prohibitions are, however, 
currently in effect with respect to persons who 
became members after May 1, 1975. Temporary 
Securities Exchange Act Rule 11a1-1(T) provides 
initial implementation of the authority granted 
the Commission to permit members to execute 
transactions for their own account which yield 
priority, parity and precedence. The temporary 
rule may be revised upon receipt of comments 

to reflect other necessary adjustments, particu- 
larly in light of the questions posed in this release. 


Proposed Securities Exchange Act Rule 11a1-2 
would permit members to effect, through omni- 
bus accounts for associated persons, 8/ transac- 
tions for customers of such associated persons on 
the same basis that such transaction could be 
effected by the member if the customers of the 
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associated person were customers of the member. le 
To administer the new provisions of Section 11(a), 
the Commission is also proposing for comment 

one recordkeeping rule (an amendment to Securities 
Exchange Act Rule 17a-3) so that members would 
be able to demonstrate that they were in compli- 


A 
ance with Section 11(a). in 

fl 

d 
Background e 

n 
Section 11(a)(1) of the Act reflects in part Congres- t 
sional dissatisfaction with the approach taken in » 4 
Rule 19b-2 to govern the utilization of exchange : 
membership for public purposes. 9/ Rule 19b-2 re- t 
quired each securities exchange registered with the t 
Commission, by rule, to require its members to have t 
as the principal purpose of such membership the é 
conduct of a public securities business, as described f 
above. In adopting that rule, the Commission recog- s 
nized that, in an area of dynamic and complex ac- : 
tivity, there might not be any permanent resolu- t 
tions and that, as conditions changed, existing 


and existing solutions might be rendered obsolete. 

10/ In January 1975, when Rule 19b-3, prohibiting 

fixed rates of commission by exchanges, was adopted, 

the Commission again considered the scope of Rule 
{ 


problems might be superseded by new problems 
| 


19b-2 and recognized that, with administrative ex- 
perience in the operation and impact of Rule 19b-2, 
it might reassess its position. 11/ Furthermore, the 
Commission specifically recognized that competi- 
tive commission rates would greatly reduce the sig- 
nificance of the so-called “institutional membership” 
question. 12/ 





The bills on which the 1975 Amendments are based 
13/ both adopted the approach of outright prohibi- 
tion of affiliated business (the so-called “100-0” test) 
while making changes in the scope of the affiliated 
business prohibition. In its comments on $.249, the 
Commission noted that developments since the 
adoption of Rule 19b-2, including the then prospec- 
tive elimination of fixed exchange commission rates, 
called into question the need for a legislative formu- 
lation to deal with the issue and particularly a formu- 
lation too rigid to permit the Commission to adjust 
its rules to changing conditions and circumstances. 
14/ The Commission analyzed in detail arguments 

as to the desirability of the proposal in terms of fair 
competition among money managers, conflicts of 
interest and distortions in the evolution of the cen- 
tral market system and concluded that it was likely 
that such arguments would not be persuasive after 
the elimination of fixed exchange commissions. 15/ 
Section 11(a) was supported, however, by some 
representatives of the securities industry. For example, 
during the hearings on S.249, a leading exchange recog- 
nized that there might be little need for the restric- 
tions of Section 11 after the introduction of competi- 
tive commission rates, but it focused its principal con- 
cern on a proposal to prohibit enforcing such restric- 
tions if there was a return to fixed commissions. 16/ 
Another exchange argued for the extension of Sec- 
tion 11(a) to the over-the-counter markets. 17/ A 





















leading broker-dealer characterized the language 
of Section 11(a) as a workable solution which 
would not impose unnecessary hardships and 
would be more workable than Rule 19b-2. 18/ 


As finally enacted, the 1975 Amendments recog- 
nize generally that the Commission should have 
flexible authority to regulate the securities in- 
dustry. In particular, Section 11(a)(1)(H), as 
enacted, gives the Commission plenary rule- 
making authority to exempt transactions from 
the prohibitions of Section 11(a)(1). In Section 
11(a)(2), the Commission is given plenary auth- 
ority to regulate or prohibit (a) exchange transac- 
tions by members for covered accounts even 
though permitted by Section 11(a)(1), (b) over- 
the-counter transactions for covered accounts 

and (c) exchange transactions by non-members 
for covered accounts. Nevertheless, the Commis- 
sion believes that before attempting any broader 
exercise of its authority under Section 11(a) 

there should be an opportunity for public explor- 
ation of the basis for concluding that any such 
exemption or further regulation or prohibition 

is consistent with the purposes of Section 11(a) 
(1), the protection of investors and the mainten- 
ance of fair and orderly markets, or is necessary 
or appropriate to assure equal regulation of ex- 
change and over-the-counter markets. Accordingly, 
while the Commission does not propose at this 
time to adopt specific rules pursuant to Section 
11(a)(1)(H) (other than proposed Rule 11a1-2) 
or Section 11(a)(2), it is soliciting comments on 
the types of transactions, if any, to be consider- 
ed for exemption or regulation or prohibition. 


Scope of Section 11(a) Prohibitions 


Section 11 is drawn in terms of “effecting any 
transactian’’ on an exchange and consequently 
might be interpreted to cover transactions by 
members executed directly on an exchange or 
indirectly by use of the services of another mem- 
ber. In that connection, as noted above, Section 
11(a)(2)(C) grants the Commission the power 

to regulate or prohibit transactions on a national 
securities exchange “effected” by any broker or 
dealer not a member thereof. 19/ Since a broker 
or dealer which is not a member of an exchange 
may “effect’’ a transaction on the exchange by 
utilizing the services of another person who is a 
member, so also may a member “‘effect,”’ for 
purposes of Section 11(a)(1), a transaction even 
though the services of another member are util- 
ized to execute the transaction. Consequently, 
under Section 11(a) as enacted and without 
exemptive rule-making by the Commission, a 
member would not, under such an interpretation, 
be able to effect a transaction for a covered ac- 
count by utilizing the services of another mem- 
ber to execute the transaction unless the initiating 
member would itself have been permitted under 
Section 11(a)(1) to execute the transaction. 


Application of Section 11(a) to Transactions for a 
Member’s Own Account 


When used with respect to an exchange, the term 
“member” includes any natural person permitted 
to effect transactions on the floor of the exchange 
without the services of another person acting as 
broker and any registered broker or dealer with 
which such natural person is associated or which 
is permitted to designate as a representative such 
a natural person. 20/ Consequently, any transac- 
tion effected by a member or a member firm for 

a covered account may be effected on an exchange 
only if an exemption from the Section 11(a)(1) 
prohibition is available or if, by operation of Sec- 
tion 11(a)(3), Section 11(a)(1) does not apply to 
the transactions of such member or member firm. 


Section 11(a)(1) does not absolutely prohibit all 
exchange transactions for a member’s own account. 
Specifically exempted are, among other things, 
transactions by a dealer acting in the capacity of 

a marketmaker, transactions for the account of an 
odd-lot dealer and stabilizing, arbitrage and error 
transactions. 21/ Section 11(a)(1) also provides, 
under paragraph (G), for an exemption for other 
transactions for the account of certain types of 
members provided that such transactions are 
effected in compliance with rules of the Commis- 
sion which, as a minimum, assure that the transac- 
tion is not inconsistent with the maintenance of 
fair and orderly markets and yields priority, par- 
ity, and precedence in execution to orders for the 
account of persons who are not members or asso- 
ciated with members of the exchange. 22/ 


Any exemption provided by a rule under paragraph 
(G) would be available only to a member primarily 
engaged in the business of underwriting and distribu- 
ting securities issued by other persons, selling securi- 
ties to customers, and acting as a broker, or any one 
or more of such activities, and whose gréss income 
is normally derived principally from such business 
and related activities. The definition is taken from 
the Investment Company Act of 1940, where it is 
used for the purpose of excluding from the defini- 
tion of “investment company” persons which meet 
the prescribed standard 23/; however, that subsec- 
tion and the provisions of Rule 11a1-1(T) for de- 
termining whether a member meets the requirements 
of Section 11(a)(1)(G) are not to be viewed as, in 
effect, an interpretation of the Investment Company 
Act of 1940. 


An exemption under paragraph (G), in order to be 
available, must be implemented by a rule or rules 
of the Commission which at least satisfy the spec- 
ific minimum standard imposed. In order to define 
a procedure for meeting that standard, the Commis- 
sion has adopted Rule 11a1-1(T) as follows: 


Rule 11a1-1(T). Transactions yielding priority, 
parity, and precedence. 
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(a) A transaction effected on a national securities ex- 
change for the account of a member which meets the 
requirements of Section 11(a)(1)(G)(i) of the Act shall 
be deemed to be not inconsistent with the maintenance 
of fair and orderly markets and to yield priority, parity, 
and precedence in execution to orders for the account 


of persons who are not members or associated with mem- 


bers of the exchange if such transaction is effected in 
accordance with paragraphs (b), (c) and (d) of this rule. 


(b) A member shall disclose that a bid or offer for its 
account is for its account to any member with whom 
such bid or offer is placed or to whom it is communi- 
cated, and any such member through whom that bid or 
offer is communicated shall disclose to others partici- 
Pating in effecting the order that it-is for the account 
of a member. 


(c) A member (other than the specialist in such security) 
representing any order for the account of a member on 
the exchange shall clearly announce or otherwise indi- 
cate to the specialist and to other members then present 
for trading in such security on the exchange that he is 
representing an order for the account of a member. 


(d) Notwithstanding rules of priority, parity, and pre- 
cedence otherwise applicable, any member represent- 
ing a bid or offer for its own account or for the ac- 
count of another member shall yield to any bid or offer 
for the account of a person who is not, or is not asso- 
ciated with, a member at the same price irrespective 

of the size of any such bid or offer or the time when 
entered. 


(e) A member shall be deemed to meet the require- 
ments of Section 11(a)(1)(G)(i) of the Act if during 
its preceding fiscal year more than 50% of its gross 
revenues was derived from one or more of the sources 
specified in that Section. A member may rely on a list 
of members which are stated to meet the requirements 
of Section 11(a)(1)(G) if such list is prepared, and up- 
dated at least annually, by the exchange. In preparing 
any such list, an exchange may rely on a report which 
sets forth a statement of gross revenues of a member 
if covered by a report of independent accountants 

for such member to the effect that such report has 
been prepared in accordance with generally accepted 
accounting principles. 


* * * * 


The requirement that members’ bids or offers yield to 
any bid or offer for the account of a person other than 
a member is similar in concept to the requirement in 
Securities Exchange Act Rule 10b-7(d) 24/ that any 
person placing a stabilizing bid or effecting a stabiliz- 
ing purchase on a securities exchange shall grant prior- 
ity to any independent bid at the same price irrespec- 
tive of the size of such independent bid or the time 
when it is entered. The requirement in paragraph (c) 
of the rule does not apply to specialists since, it is ex- 
pected, the specialist will be able to ensure his own 
compliance with the rule as to:orders he represents for 
other members without the need for any annoucement. 
,A member’s order under Rule 11a1-1(T), whether re- 
‘presented by the member itself, the specialist (or 
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board broker), or some other member, would have to 
await the execution of all orders at the same price which 
were represented by the specialist (or board broker) or 
some other member present at the trading post for per- 
sons who were not, or were not associated with, members, 
regardless of the size of such orders or the time at which 
they were entered. 


Though Rule 11a1-1(T) provides an exemption from the 
prohibition of Section 11(a)(1), it may nevertheless pre- 
sent practical problems of implementation for exchanges 
and their members. Whereas, generally speaking, there 
has never been more than one stabilizing bid to which 
the provisions of Rule 10b-7(d) applied, there will be, 
particularly after May 1, 1978, the possibility of several 
bids and offers by members with respect to one security 
which will be required to comply with the Rule. Initially, 
while there are few post-May 1, 1975 members, such 
problems may be addressed on a pilot basis and consid- 
eration given to possible adaptations of the Rule con- 
sistent with the requirements of Section 11(a)(1)(G). 


Several points should be noted as to the Rule. First, the 
exemption provided by the Rule will only be available 
with respect to transactions for the account of the mem- 
ber; it is not available for transactions for the account 
of an associated person or an account with respect to 
which a member or an associated person exercises invest- 
ment discretion. Exemptions for such transactions must 
be found, if available, in other parts of Section 11(a)(1); 
for example, paragraph (E) provides an exemption for 
transactions for the account of a natural person or cer- 
tain trusts. 25/ Secondly, the exemption under the Rule 
is only availabie to a member which meets the require- 
ments of clause (i) of paragraph (G). A member will be 
entitled to rely on information furnished in the manner 
prescribed in the Rule. 


Floor Trading 


Floor trading on exchanges is currently conducted in 
accordance with rules of exchanges filed under Securities 
Exchange Act Rule 11a-1, 26/ or pursuant to exemptions 
granted to exchanges under that Rule. Rule 11a-1 was 
adopted pursuant to the former version of Section 11(a), 
under which the Commission’s authority to regulate or 
prohibit member trading was limited to floor trading or 
excessive trading. New Section 11(a)(1) of the Act does 
not currently apply to pre-May 1st exchange members; 
however, floor trading by such members, on exchanges 
which adopted plans, is governed by the plans of those 
exchanges and any change in those plans would be sub- 
ject to Commission consideration under Section 19(b) 
of the Act. 


Section 11(a)(1) does apply currently to post-May 1st 
members and, therefore, floor trading activities by such 
members present separate problems. Although the Com- 
mission’s Rule 19b-2 provided a specific exemption for 
exchange floor trading transactions effected in conform- 
ity with a plan adopted by the exchange and declared 
effective by the Commission, the Congress did not include 
such an exemption in Section 11(a)(1). Floor trading 
transactions do not qualify for the exemption under sub- 
section (E) of Section 11(a)(1) 27/ and normally will not 
































qualify for the exemption under subsection (G). An ex- 
mption, if one is to be permitted, must be fashioned 

nder subsection (H). Particularly in view of the appar- 
ent exclusion of flonr trading from subsection (G), com- 
mentators are invited to focus on whether an exemption 
for floor trading under subsection (H) would be consis- 
tent with the purposes of Section 11(a) and, if so, how 
it should be drafted. 


Omnibus Accounts of Associated Persons 


The prohibition on members’ trading for associated per- 
sons is sufficiently broad so as to prohibit a member 
firm from effecting any transaction for the account of 

a parent or sister corporation, regardless of the econ- 
omic interests of the parent or sister corporation in the 
account. Thus, a member firm effecting transactions for 
an omnibus account carried in the name of its parent or 
subsidiary (or any other associated person) would be 
deemed, for purposes of Section 11(a)(1), to be effect- 
ing transactions for the parent or subsidiary (or other 
associated person) regardless of whether the transactions 
were in fact effected for the public customers of the 
parent or subsidiary (or other associated person). 28/ 
Nevertheless, the Conference Report on the 1975 
Amendments stated that members’ trading for accounts 
of associated persons might, under proper circumstances, 
be consistent with the purposes of Section 11(a) if such 
persons had no economic interest in the accounts, and 
recommended that the Commission give careful consid- 
eration to granting an exemption from the blanket pro- 
hibition of Section 11(a) to members’ trading for all 
ccounts carried in the name of an associated person 

but in which no associated person had an economic 
interest and over which no associated person exercised 
investment discretion. 29/ 


The Commission believes that an exemption for such 
accounts may be appropriate, under certain circum- 
stances, in order to resolve problems which arise as a 
matter of corporate structure and business practice 
not related to the market impact of transactions or 
any professional advantage. Accordingly, the Commis- 
sion is proposing the adoption of Securities Exchange 
Act Rule 11a1-2 as follows: 


Rule 11a1-2. Transactions for certain accounts of asso- 
ciated persons of members. 


A transaction effected by a member of a national se- 
curities exchange for the account of one of its asso- 
ciated persons shall be deemed to be of a kind which 
is consistent with the purposes of Section 11(a)(1) of 
the Act, the protection of investors, and the mainten- 
ance of fair and orderly markets if the transaction is 
effected 


(a) for the account of and for the benefit of an asso- 
ciated person, if, assuming such transaction were for 
the account of the member, or 


(b) for the account of an associated person but for the 
benefit of an account carried by such associated person, 
if, assuming such account were carried by the member, 


the member would have been permitted, under Section 
11(a) of the Act and the other rules thereunder, to effect 
such transaction. 


* * * * 


The Commission previously solicited comments on vari- 
ous matters concerning foreign access to United States 
securities markets 30/ and approximately 50 comments 
were received in response. Since those comments were 
received, however, the 1975 Amendments have revised 
certain basic provisions of the Act applicable to exchanges 
31/ while leaving to the Commission the power to adopt 
rules under Section 11(a) of the Act and specifying in 
Section 23(a) of the Act 32/ that the Commission’s 
rulemaking power includes the power to “‘classify per- 
sons, securities, transactions, statements, applications, 
reports, and other matters’’ within the Commission’s 
jurisdiction and to “prescribe greater, lesser, or different 
requirements for different classes thereof.’’ At the same 
time, Section 23(a)(2) 33/ requires the Commission, in 
making rules and regulations under the Act, to consider 
among other matters the impact any such rule or regula- 
tion would have on competition and not to adopt any 
such rule or regulation which would impose a burden 
on competition not necessary or appropriate in fur- 
therance of the purposes of the Act. 


Rule 11a1-2, if adopted in the form proposed, would 
not distinguish between transactions for omnibus ac- 
counts of members’ associated persons on any basis. 
Thus, for example, transactions by a member firm for 
its foreign subsidiaries would be subjected to the same 
tests as transactions by a member firm for its foreign 
parent. 34/ While the Commission has not fully resol- 
ved the issues and problems presented by foreign access 
to United States securities markets, their analysis should 
now be focused in terms of the new statutory scheme 
under the 1975 Amendments as well as the changes in 
United States securities markets which are occurring 

in light of the elimination of fixed commission rates on 
exchanges and other recent developments. 


Among other things, it appears from the comments re- 
ceived on foreign access that many of the problems 
which were viewed as stemming from increased access 
to United States securities markets by foreign persons 
would be present also in the case of existing member 
firms doing business for their foreign subsidiaries and 
affiliates. For that and other reasons, the Commission 
is proposing Rule 11a1-2 and the recordkeeping rule 
discussed below in order to focus the attention of inter- 
ested parties and others on the foreign access problem 
and other issues in light of current conditions. Commen- 
tators are specifically invited to address the questions 
posed at the end of this release. 


Recordkeeping 


In order for compliance with Section 11(a)(1) to be 
monitored, it will be necessary to provide for exchange 
members to keep appropriate records documenting the 
origin and nature of each account for which a transac- 
tion is effected. While few members of exchanges are 
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now subject to the prohibitions of Section 11(a)(1), the 
Commission ‘would anticipate that appropriate record- 
keeping requirements should be instituted reasonably 
soon in order to provide ample opportunity for exchange 
members to develop operational plans for compliance. 
Accordingly, the Commission is proposing an amendment 
to Rule 17a-3 as follows: 


Rule 17a-3. Records to be made by certain exchange 
members, brokers, and dealers. 


(a) Every member of a national securities exchange who 
transacts a business in securities directly with others than 
members of a national securities exchange, and every 
broker or dealer who transacts a business in securities 
through the medium of any such member, and every 
broker or dealer registered pursuant to Section 15 of 

the Securities Exchange Act of 1934, as amended, shali 
make and keep current the following books and records 
relating to his business: 


= * * . 
. 


(9) A record in respect to each cash and margin account 
with such member, broker, or dealer containing the name 
and address of each beneficial owner of such account 
and in the case of a margin account, the signature of 
such owner; provided that, in the case of a joint account 
or an account other than an account of a natural person, 
such records are required only in respect of the person 
or persons authorized to transact business for such ac- 
count if such persons undertake to furnish, at the re- 
quest of the Commission, the name and address of each 
beneficial owner of such account. 


Questions 


The rules adopted and proposed today under Section 
11(a) are the first step in an effort by the Commission 
to prepare for full implementation of Section 11(a) on 
May 1, 1978. The Commission believes it is important 
that appropriate attention be focused now on the 
problems which Section 11(a) presents, and that the 
exemption provided by Section 11(a)(3) should not 
cause exchanges and their members to postpone that 
analysis. Exchanges and their members are urged to 
submit, as early as possible, descriptions of general or 
specific problems under Section 11(a)(1), together with 
suggestions, if any, concerning Rule 11a1-1(T) and for 
the exercise of the powers given to the Commission by 
Section 11(a)(1)(H) and Section 11(a)(2). Interested 
persons are specifically invited to address the following 
questions: 


1. Paragraph (A) of Section 11(a)(1) exempts transac- 
tions by dealers acting in the capacity of marketmakers; 
marketmakers are defined to include specialists, any 
dealer acting in the capacity of block positioner and 
any dealer who holds himself out as being willing to 
buy and sell on a regular or continuous basis. The term 
“block positioner”’ has been defined for the purpose of 
some exchange rules, some Commission reporting rules 
and for purposes of Regulation T. Is any of those de- 
finitions appropriate for use under Section 11(a) in 
light of the purposes of that Section? If not, what would 
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be an appropriate definition? Are any restrictions on the 
general exemption appropriate? How should transactions 
by firms acting as block positioners, including any “‘lay- 
off” transactions, be distinguished from other transactions 
by such firms? Would a time limit for lay-off transactions 
be appropriate? Would any such restrictions be appropri- 
ate in the case of arbitrage or hedge transactions? Should 
persons be subject to any of the limitations imposed on, 
or have any of the obligations of, exchange marketmakers , 
or specialists in order to qualify for the exemption for , 
dealers acting as block positioners or as arbitrageurs? | 





2. Section 11(a)(1), in contrast to Rule 19b-2, does not 
provide any exemption for floor traders. Floor traders 
will not generally qualify for an exemption under para- 
graph (G), would not generally be recognized as dealers 
acting in the capacity of marketmakers (dealers who hold 
themselves as being willing to buy and sell on a regular 

or continuous basis) under paragraph (A) and, as noted 
above, 35/ may not come within the exemption for na- 
tural persons in paragraph (E) since they would be trans- 
acting for their own account. Heretofore, floor trading 

has been regulated under exchange plans submitted to 

the Commission under Rule 11a-1. If floor trading is to 

be permitted to continue, under what conditions should 

an exemption be granted? Is there a basis for making an 
exemption conditional on the yielding of priority, parity, 
and precedence as required by paragraph (G) or should 
there be lesser, or additional restrictions? If floor trading 

is permitted to continue, is there any basis for classifying 

the types of members permitted to engage in floor trad- 

ing? 


3. In addition to prohibiting floor trading, Section 11(a) 
does not provide an exemption for trading for invest- 
ment accounts by specialists and other members (other 
than members qualifying under paragraph (G)(i)). As 
noted above, -it would appear that such members could 
not acquire or dispose of securities for their investment 
accounts in transactions on exchanges of which they are 
members. Assuming an exemption should be provided 
for such transactions (or more generally for all transac- 
tions) by such members, on what basis should it be 
framed? The standards of paragraph (G)? More stringent 
standards? If ““effect’’ were to be broadly interpreted, 
would it be appropriate to let any member, whether an 
individual member or a member firm, effect transactions 
for its own account if the transaction were effected by 
placing the order through another member firm off the 
floor of the exchange? For example, should there be an 
exemption for transactions for a member’s own account 
or its managed institutional accounts effected through 
the order desk of another member and not communi- 
cated directly to the exchange floor by the initiating 
member? Can the conflicts of interest perceived in the 
combination of money management and brokerage be 
alleviated if such an exemption is provided? Should 
there be prohibitions against reciprocal business arrange- 
ments if such an exemption is provided? 





4. Are there any other types of members for whom 
special rules should be provided? Bearing in mind that 
any test along the lines of the 80-20 test of Rule 19b-2 
would be inappropriate and inconsistent with Con- 
gressional intent, to what degree, if any, should any 













such rules depend on the affiliations of such members? 
Should the Commission exercise its classification power 
under Section 23 to effect a different result than pro- 
posed Rule 1141-2 would accomplish? Specifically, should 
the Commission distinguish between transactions effected 
by an exchange member for the account or the accounts 

of customers of its foreign parent or sister corporation 

and transactions effected by an exchange member for 

its foreign subsidiaries? On what basis under the pur- 

poses of the Act should such distinctions be made? 
In light of Section 20 of the Act, and otherwise, is 

there any reason to believe that a foreign parent not re- 
| gistered with the Commission would be less likely to 

ensure compliance with federal securities laws with re- 
| spect to its own activities involving United States secur- 
i ities markets and those of its United States subsidiary 
exchange member than would a domestically-owned 
exchange member with respect to its own activities and 
those of its unregistered foreign subsidiaries? In that 
connection, to what degree is it appropriate to rely on 
the obligation of associated persons of members to sup- 
ply the exchange with such information with respect to 
its relationship and dealings with the member as is pre- 
scribed in exchange rules and to permit the examination 
of its books and records to verify the accuracy of such 
information? Should the Commission exercise its power 
under Section 19(c) of the Act to require that uniform 
rules be adopted by all national securities exchanges for 
that purpose? What entities should conduct any such 
examinations? Should such examinations be permitted 
to be conducted on a sampling or test basis? What stand- 
ards should govern any such sampling or test method? 
) What records should be readily available to the Com- 
mission? 





5. In countries which have secrecy laws, are customers 
nevertheless permitted to establish arrangements with 
banks and other entities which would permit the mak- 
ing of disclosures requested by the Commission and 
other reguiatory authorities within the United States? 
If so, is there any reason in law or policy why such 
disclosure should not be required in the case of cus- 
tomers of foreign affiliates of exchange member firms? 
If not, what position should the Commission take? 


6. To what extent, if any, should exchanges adopt their 
own rules similar to Section 11(a)(1)? Should entities 
which become members of an exchange pursuant to 
Commission action under Section 6(f) of the Act be 
required to abide by the standards of Section 11(a)(1)? 


7. Transactions for the managed accounts of natural 
persons and for certain personal trusts are excluded 
from the prohibition of Section 11(a)(1); however, no 
similar exclusion is provided for pension funds or other 
aggregations of investments by small investors. Should 
any consideration be given to providing a broader ex- 
emption? Should any attention be given to circum- 
scribing the circumstances under which the statutory 
exemption could be utilized? Recognizing that one of 
the stated reasons for adoption of Section 11(a)(1) 
was conflict-of-interest problems in the combination 
of brokerage and money management, should indi- 
vidual investors be provided with additional safe- 
guards? Or should a general exemption be provided 





if the broker money manager makes a single charge 
for his services not based on transactions? 


8. What additional recordkeeping rules, if any, will be 
necessary or appropriate to ensure adequate documen- 
tation by members of their compliance with Section 
11(a)(1) and the rules thereunder? To what extent should 
exchanges or exchange officials require additional docu- 
mentation in connection with trading? 


9. Has the experience to date with unfixed commission 
rates affected in any way the reasoning (and the factual 
predicates therefor) underlying the enactment of Section 
11(a)? In an environment of unfixed commission rates, 
is Section 11(a) a disincentive to exchange membership 
on the part of current or prospective member firms 
which do not, or do not propose to, maintain a presence 
on exchange floors? On the part of other current or pro- 
spective members? Should the Commission propose to 
the Congress any amendments to Section 11(a)? 


* * * * 


The Commission finds that Temporary Rule 11a1-1(T) 
will not impose any burden on competition. The Com- 
mission further finds that notice and public procedure 
under the Administrative Procedure Act 36/ and the 
Act with respect Temporary Securities Exchange Act 
Rule 11a1-1{T) are impractical and unnecessary since 
the Rule reflects the specific Congressional intent em- 
bodied in paragraph (G) of Section 11(a)(1) and will 
provide relief from a restriction otherwise applicable 
currently to persons who became members of exchanges 
after May 1, 1975. 


Proposed Securities Exchange Act Rule 11a1-2 and the 
proposed amendment to Securities Exchange Act Rule 
17a-3(a)(9) would be adopted under the Act and par- 
ticularly Sections 2, 3, 6, 11, 11A, 15, 17, 19 and 23 
thereof. 


All interested persons are invited to submit written 
views, data and arguments with respect to:the temporary 
and proposed rules (and amendment) announced in this 
Release or in response to the questions posed in this Re- 
lease or otherwise raised by Section 11(a) of the Act, 
Persons wishing to make written submissions should file 
six copies thereof with George A. Fitzsimmons, Secre- 
tary of the Commission, Room 892, 500 North Capitol 
Street, Washington, D. C. 20549, not later than May 1, 
1976. In filing such submissions, commentators should 
make reference to Commission File No. $7-613. Copies 
of all submissions will be made available in the Commis- 
sion’s Public Reference Section, Room 6101, 1100 L 
Street, N. W., Washington, D. C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ 17 CFR 240.19b-2. 


2/ 15 U.S.C. 78b, 78c, 78f, 78k, 78k-1, 780, 78s and 
78w. 
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3/ Securities Exchange Act Release No. 9950 (Jan. 16, 
1973), 38 Fed. Reg. 3928 (1973). After the adoption of 
Rule 19b-2, several petitions seeking review of the Com- 
mission’s Rule were filed in the Court of Appeals for the 
Third and District of Columbia Circuits. On March 9, 
1973 and March 14, 1973, the Court of Appeals for the 
Third Circuit granted the application of the PBW Stock 
Exchange, Inc. (““PBW”’) for a stay of Rule 19b-2. In re- 
sponse, the Commission, on March 15, 1973, tempor- 
arily suspended the effectiveness of Rule 19b-2 with 
respect to all exchanges for ten business days. Subse- 
quently, on March 19, 1973, the Court of Appeals 
modified its prior order staying Rule 19b-2; the Court 
limited the extent of the stay to members of the PBW 
and its business on the date Rule 19b-3 was adopted, 
January 16, 1973, and permitted the Commission to 
apply for termination of the stay if trading volume on 
the PBW attributable to members not in compliance 
with Rule 19b-2 substantially increased during the 
pendency of the stay. Following modification of the 
Court's stay, the Commission, on March 22, 1973, 
announced that after the temporary suspension of 

Rule 19b-2 terminated, all exchanges would be re- 
quired to adopt that Rule, as originally promulgated, 
subject to the following modifications: (i) the Rule 
would be enforced only with respect to members who 
joined an exchange on or after January 16, 1973, and 
(ii) exchange members which became members before 
January 16, 1973, and were not in compliance with 

the Rule could continue as members provided their 
trading volume did not substantially increase during 

the pendency of the litigation. 


On September 28, 1973, the Court of Appeals for the 
Third Circuit granted the Commission’s motion to 
dismiss the petition for review of Rule 19b-2 on the 
ground that the Court lacked jurisdiction directly to 
review that Rule. A petition for a writ of certiorari 

in the Supreme Court of the United States was filed 
on January 21, 1974, and denied on April 29, 1974. 
416 U.S. 969. On May 7, 1974, the Court of Appeals 
for the Third Circuit, which had stayed issuance of 
an order in lieu of mandate pending disposition of the 
writ of certiorari, issued such an order which had the 
effect of terminating all stays of the effectiveness of 
Rule 19b-2 theretofore granted by that Court. 


Shortly thereafter, on May 8, 1974, May 10, 1974, and 
June 21, 1974, the parties who originally sought direct 
review of Rule 19b-2 in the United States Court of Ap- 
peals filed complaints in the United States District 
Courts for the District of Connecticut and the Eastern 
District of Pennsylvania, seeking to have Rule 19b-2 
declared invalid and an injunction against the Rule’s 
operation and enforcement. On July 29, 1974, the 
Commission announced its determination to continue 
the partial suspension of the effectiveness of Rule 19 
b-2 during the pendency of the litigation. On February 
26, 1975, a stipulation of dismissal was executed be- 
tween the Commission and PBW; the stipulation pro- 
vided that the partial suspension of the effectiveness 
of Rule 19b-2 would remain in effect but that the Com- 
mission, upon 30 days notice, could terminate the par- 
tial suspension of the Rule. On March 5, 1975, a stipu- 
lation of dismissal on the same conditions was entered 
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between the Commission and plaintiffs Equity Services, 
Inc., Glicoa Associates, Inc., and Penn Mutual Securities 
Corporation. The action filed by Connecticut Nutmeg 
Securities, Inc. in the United States District Court for 
the District of Connecticut is still pending. 


4/ Pub. L. No. 94-29 (June 4, 1975). 
5/ 15 U.S.C. 78k(a)(1)(A) through (H). 


6/ Securities Acts Amendments of 1975, Conference 
Report to Accompany S.249, Joint Explanatory State- 
ment of the Committee of Conference (the “Conference 
Report’), H.R. Rep. No. 229, 94th Cong., 1st Sess. 106 
(1975). 





7/ 5 U.S.C. 551, 553(b)(3)(B). 


8/ See Section 3(a)(21) of the Act, 15 U.S.C. 78c(a)(21), 
which defines the term “person associated with a mem- 
ber” or “associated person of a member” when used with 
respect to a member of a national securities exchange. 


9/ See Conference Report 106; Securities Acts Amend- 
ments of 1975, Report of the Senate Committee on 
Banking, Housing, and Urban Affairs to Accompany 
S.249 (the “Senate Report’), S. Rep: No. 75, 94th Cong,., 
1st Sess. 65-67 (1975); Securities Reform Act of 1975, 
Report to Accompany H.R. 4111, H.R. Rep. No. 123, 
94th Cong., 1st Sess. 73 (1975). 


10/ Securities Exchange Act Release No. 9950 (Jan. 16, 
1973), 38 Fed. Reg. 3928 (1973). [Introduction]. 


11/ Securities Exchange Act Release No. 11203 (Jan. 23, 
1975), 40 Fed. Reg. 7403 (1975). [Comments on the 
Rule]. 





12/ Id. 

13/ S.249 and H.R. 4111, 94th Cong., 1st Sess. (1975). 
14/ Hearings on $.249 before the Subcommittee on Se- 
curities of the Senate Committee on Banking, Housing 
and Urban Affairs, 94th Cong., 1st Sess. 203 (1975). 
15/ /d. at 221-223. 

16/ /d. at 400. 

17/ Id. at 501. 

18/ Id. at 491. 

19/ 15 U.S.C. 78k(a)(2)(C). 

20/ 15 U.S.C. 78c(a)(3)(A). 

21/ 15 U.S.C. 78k(a)(1)(A), (B), (C), (D) and (F). 

22/ 15 U.S.C. 78k(a)(1)(G). 

23/ 15 U.S.C. 80a-3(c)(2). Conference Report 105. 
24/ 17 CFR 240.10b-7(d). 

25/ 15 U.S.C. 78k(a)(1)(E). 


— 
















26/ 17 CFR 240.11a-1. 


27/ Subsection (E) exempts from the prohibitions of 
Section 11(a)(1) any transaction for the account of a 
natural person, the estate of a natural person, or a trust 
(other than an investment company) created by a na- 
tural person for himself or another natural person. Sub- 
section (E) appears in identical form in the amendment 
to Section 11(a) of the Act in S.249, which also con- 
tained a subsection (G) providing an exemption for 

any transaction for a member’s own account. Since 
S.249 already expressly exempted without limitation 

a member’s own transactions, it is clear that the Senate 
meant subsection (E) to have a different application. 
Just as other specific exemptions in S.249, e.g., Section 
11(a)(1)(G), were more limited in their application than 
the general prohibition, the exemption in subsection 
(E) is imited to transactions effected for associated 
natural persons or for managed accounts of natural 
persons, their estates and trusts. The Conference Com- 
mittee reinforced that interpretation when it observed 
that S.249 exempted affiliated individual accounts from 
the provisions requiring the separation of money man- 
agement and brokerage. Conference Report 106. That 
comment must be a reference to subsection (E) in 
$.249; none of the other subsections in $.249 is sub- 
ject to that interpretation. 


The Conference Committee incorporated Subsection (E) 
of $.249 without change and declined to adopt language 
in the House version of amended Section 11(a)(1) which 
would have.exempted transactions for a member who is 
anatural person. Accordingly, Subsection (E) in the 
amendment to Section 11(a)(1) as enacted is not avail- 
able for transactions on a national securities exchange 
for the account of a natural person who are members 

of the exchange, such as floor trading transactions. 


28/ Conference Report 105-106. 
29/ Id. at 106. 


30/ Securities Exchange Act Release No. 10634 (Feb. 8, 
1974). 


31/ Ina letter dated December 4, 1975, and made pub- 
lic on that date, Chairman Hills responded to an earlier 
letter from James J. Needham of the New York Stock 
Exchange, Inc. concerning the amendment in the 1975 
Amendments to Section 6 of the Act. Among other 
things, Chairman Hills indicated the Commission did 
not then perceive a basis on which to disagree with the 
conclusion of its staff that an exchange might not deny 
membership to a registered broker-dealer solely because 
it was owned or controlled by foreign persons. 


32/ 15 U.S.C. 78w(a)(1). 
33/ 15 U.S.C. 78w(a)(2). 


34/ See also discussion of Section 23(a)(1) with respect 
to Section 11(a) in Senate Report 69. 


35/ See footnote 27, supra. 
36/ See 5 U.S.C. 551, 553(b)(3)(B). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12056/January 27, 1976 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


(SR-NYSE-75-24) 


ORDER APPROVING PROPOSED DELETIONS FROM 
EXCHANGE RULES 


On December 11, 1975, the New York Stock Exchange, 
Inc. (“NYSE”), filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 1934 
(the ““Act’’), 15 U.S.C. 78(s)(b)(1), and Rule 19b-4 there- 
under, a proposal to rescind Article 1X, Section 7(k) of 
the NYSE Constitution and to amend NYSE Rule 318 

by deleting certain portions thereof which are designed to 
facilitate the implementation and enforcement of Section 
7(k) of Article 1X of the Constitution. Notice of the filing 
of the proposed deletions, togehter with the terms of sub- 
stance of the proposal and the NYSE’s statement of basis 
and purpose, was given by publication of a Commission 
release (Securities Exchange Act Release No. 11925 (De- 
cember 15, 1975)) and in the Federal Register (40 Fed. 
Reg. 59382 (December 23, 1975)). Interested persons 
were invited to submit written data, views and arguments 
concerning the proposal by January 13, 1976. The Com- 
mission has not received any comments concerning the 
proposed deletions. 


Article 1X, Section 7(k) provides that NYSE members 
must effect at least 80% of their total exchange securi- 
ties transactions for the accounts of other than affiliated 
persons. The NYSE proposes to rescind this section. Rule 
318 contains provisions, which the NYSE proposes to de- 
lete, used for determining compliance with subsection 

(k) of Article 1X, Section 7 of the Constitution. 


As proposed to be amended, Rule 318 will continue to 
require that every NYSE member organization have as 
its primary purpose the transaction of business as a 
broker or dealer in securities, 1/ that every individual 
member be actively engaged in the securities business 
and devote the major portion of his time thereto, that 
every member and allied member in a member organi- 
zation be actively engaged in the business of his organi- 
zation and devote the major portion of his time there- 
to, that a member organization obtain NYSE approval 
prior to engaging in any activities “kindred to the se- 
curities business,” and that an individual member or 
member or allied member in a member organization 
obtain NYSE approval prior to becoming associated 
with non-member business organizations. 2/ 


In its submission the NYSE stated that it had adopted 
Article 1X, Section 7(k) of the Constitution and the 
portions of Rule 318 proposed to be deleted to com- 
ply with the requirements of Securities Exchange Act 
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Rule 19b-2, 17 CFR 240.19b-2. That rule, which was 
adopted in January, 1973, required registered securities 
exchanges to require every member of such exchange 
to have as the principal purpose of its membership the 
conduct of a public securities business, in which at 
least 80% of the value of its exchange securities trans- 
actions are effected for or with other than affiliated 
persons. 3/ 


As indicated in the Report of the Senate Committee on 
Banking, Housing and Urban Affairs to Accompany 
S.249, 4/ the Securities Acts Amendments of 1975, 
Publ. L. No. 94-29 (June 4, 1975), were intended to 
supersede Rule 19b-2, and the exchange rules adopted 
pursuant thereto. New Section 11(a) of the Act sets 
forth statutory prohibitions, different from those of 
Rule 19b-2, on exchange members’ effecting transac- 
tions for their own or certain affiliated accounts. The 
Commission has rescinded Rule 19b-2, 5/ and it now 
appears appropriate for exchanges to rescind their own 
rules which have been adopted pursuant to Rule 19b-2. 
Accordingly, the Commission finds that the rescission 
of Article 1X, Section 7(k) of the NYSE Constitution 
and the deletions from NYSE Rule 318 are consistent 
with the requirements of the Act and the rules and 
regulations thereunder applicable to national securi- 
ties exchanges. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the rescission of Article 1X, 
Section 7(k) of the NYSE Constitution and the dele- 
tions from NYSE Rule 318 be, and they hereby are, 
approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ The supplementary material to Rule 318 provides 
that, ‘’a member organization's ‘primary purpose’ 
shall be presumed to be the transaction of business 
as a broker or dealer in securities, if its gross income 
(including the gross income of its corporate affiliates 
and subsidiaries controlled by the member organiza- 
tion) from [certain specified securities activities] is 
at least 50% of its total gross income (including, the 
gross income of its corporate affiliates and subsidi- 
aries controlled by the member organization) .” 


2/ Those provisions of Rule 318 raise questions in 
relation to, among other sections of the Act, Section 
6(b)(2), which provides, in effect, that any registered 
broker or dealer may become a member of a nation- 
al securities exchange, subject to meeting appropriate 
standards, embodied in exchange rules, with respect 
to financial responsibility, operational capability and 
competence, and subject to an exchange’s right to 
limit the number of its members. The Commission is 
only passing at this time on the proposed deletions 
and has made no findings with respect to the appro- 
priateness of the retention of the other provisions of 
Rule 318 since the NYSE’s submission does not re- 
quire any action thereon by the Commission. 
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3/ See Securities Exchange Act Release No. 9950 (Jan. 
16, 1973), 38 Fed. Reg. 3902 (1973). 





4/ S. Rep. No. 94-75, 94th Cong., 1st Sess. 67 (1975). 


5/ Securities Exchange Act Release No. 12055 (Jan. 27, 
1976). F 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12057/January 28, 1976 


Admin. Proc. No. 3-4835 | f 
In the Matter of | 
CHURCH SECURITIES, INC. 
4095 Clairmont Road 

Atlanta, Georgia 30341 

RALPH A. PRESSLEY 


4095 Clairmont Road 
Atlanta, Georgia 30341 


an 2 aon at oe Ge Gf oe SR ok 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities Ex- 
change Act, Church Securities, Inc. (‘““Registrant’’), and 
Ralph A. Pressley (‘’Pressley’’), the president, chairman of 
the board of directors, and majority shareholder of the Re- 
gistrant, have submitted, without admitting or denying 
the allegations contained in the Order for Proceedings, 
offers of settlement which the Commission has determin- 
ed to accept. . 





On the basis of the Order for Proceedings and the offers 
of settlement, it is found that: 


(1) Church Securities, Inc. willfully violated Section 17 
(a) of the Securities Act and Section 10(b) of the Securi- 
ties Exchange Act, and Rule 10b-5 thereunder; 


(2) Ralph A. Pressley willfully violated Section 17(a) of 
the Securities Act and Section 10(b) of the Securities 
Exchange Act, and Rule 10b-5 thereunder. 


It is further found that it is in the public interest to impose 
the sanctions specified in the offers of settlement. 


Accordingly, 1T IS ORDERED that: 


(1) The registration of Church Securities, Inc. be and 
hereby is revoked as of the opening of business on the 
second Monday after the date of this order; 


(2) Ralph A. Pressley be and hereby is suspended as 
of the opening of business on the second Monday after 
the date of this Order from association with any 
broker-dealer, investment adviser or investment com- 
pany for a period of twelve (12) months, and barred 
from association with any broker-dealer, investment 

























of 
e- 


ose 


adviser or investment company in any capacity other 
than as a supervised employee in a non-supervisory 
capacity, provided that after eighteen (18) months from 
the date of this Order, respondent Pressley may apply 
to become associated in a supervisory capacity. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
| Release No. 12058/January 28, 1976 


The Securities and EXchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the temporary suspen- 
sion of over-the-counter trading for the single ten day 
period commencing at 12:15 p.m. (EST) on January 28, 
1976 and terminating at midnight (EST) on February 6, 
1976 of the securities of American Commonwealth Fi- 
nancial Corporation, a Delaware corporation with prin- 
cipal executive offices located at 1420 Viceroy Dr., 
Dallas, Texas. 


The Commission instituted the suspension due to a lack 
of current information relating to the financial condi- 
tion and business operations of the company and with 
respect to certain recent transactions involving the com- 
pany. 


The Commission cautions broker-dealers, shareholders 

| and prospective purchasers that they should consider 
carefully the foregoing information along with all other 
currently available information and any information 
subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
| fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation 
may be entered unless and until they have strictly com- 
plied with all of the provisions of said rule. If any brok- 
er or dealer has any questions as to whether or not he 
has complied with said rule, he should not enter any 
quotation but immediately contact the staff of the 
Securities and Exchange Commission, Division of En- 
forcement in Washington, D. C. If any broker or dealer 
is uncertain as to what is required by Rule 15c2-11, he 
should refrain from entering quotations relating to the 
securities in question until such time as he has famil- 
iarized himself with said rule and is certain that all of 
its provisions have been met. If any broker or dealer 
enters any quotation which is in violation of said rule, 
the Commission will consider the need for prompt en- 
forcement action. 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 12059/January 28, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE 


THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


(SR-NASD-1976-2) 


The National Association of Securities Dealers, Inc. 
submitted on January 27, 1976, a proposed rule 
change under Rule 19b-4 to define entry standards 
and procedure for suspension of an associated per- 
son of a member firm where such person has been 
associated in a controlling capacity with a broker- 
dealer involved in proceedings pursuant to the 
Securities Investors Protection Act of 1970 with- 
in six months of the proposed suspension. 


Publication of the submission is expected to be 
made in the Federal Register during the week 
of February 2, 1976. In order to assist the Com- 
mission to determine whether to approve the 
proposed rule change or institute proceedings 
to determine whether the proposed rule change 
should be disapproved, interested persons are 
invited to submit written data, views and argu- 
ments concerning the submission within 30 days 
from the date of publication in the Federa/ 
Register Persons desiring to make written 
submissions should file six copies thereof with 
the Secretary of the Commission, Securities 

and Exchange Commission, 500 North Capito! 
Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-NASD-1976-2. 


Copies of the submission and of all written com- 
ments will be available for inspection at the Se- 
curities and Exchange Commission’s Public 
Reference Room, 1100 “L” Street, N. W., Wash- 
ington, D. C. Copies of the filing will also be 
available at the principal office of the above- 
mentioned self-regulatory organization.. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12060/January 29, 1976 


In the Matter of 


THE OPTIONS CLEARING CORPORATION 
6150 Sears Tower 

233 South Wacker Drive 

Chicago, Illinois 


(SR-OCC-76-6) 


ORDER APPROVING PROPOSED CHANGES IN THE 
RULES OF THE OPTIONS CLEARING CORPORATION 
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(SR-OCC-75-6) 
Introduction 


On November 3, 1975, The Options Clearing Corporation 


(“OCC”) submitted, pursuant to Rule 19b-4 under the Se- 


curities Exchange Act of 1934 (‘the Act’’), proposed 
changes in the following OCC rules: 602(c); 610(j); 610 
(k); 610(1); 804; 1106(d). The proposed rule changes are 
intended to clarify the provisions of OCC’s rules that re- 
late to the use of specific and escrow deposits as margin 
for short options positions and to the withdrawal of 
margin deposited in respect of exercised options con- 
tracts. 


In accordance with Section 19(b)(2) of the Act, the pro- 
posed rule changes were published in the Federa/ Regis- 
ter on December 24, 1975 (40 F.R. 59794). Notice of 
the filing also appeared in Securities Exchange Act Re- 
lease No. 11938, December 18, 1975. 


The Submission 


Proposed Rule 916 and the proposed amendments to 
Rule 602(c) and 610(j) are intended to make clear that 
if settlement in respect of an exercised option contract 
is to be made through a correspondent clearing corpor- 
ation, margin and other deposits held by OCC in re- 
spect of the contracts which have been exercised may 
not be withdrawn by the depositing clearing member 
until the clearing member has satisfied its obligations 
to the correspondent clearing corporation on the exer- 
cise settlement date. If the clearing member fails to 
meet those obligations and its exercise settiement ac- 
count with the correspondent clearing corporation is 
closed out, proposed Rule 916 would expressly permit 
OCC to apply the margin received in respect of the con- 
tracts which have been exercised against any loss incur- 
red by the correspondent clearing corporation by rea- 
son of the close-out. 


The proposed amendment to Rule 1106(d) sets forth 
the procedure which OCC will follow with respect to 
open short positions covered by specific or escrow 
deposits in accounts of suspended clearing members. 
In general, Rule 1106(d) provides that open short 
positions for which escrow deposits have been made 
shall be maintained by OCC and transferred to an- 
other clearing member. If, before transfer, the sus- 
pended clearing member instructs OCC to close such 
short positions and furnishes security to secure payment 
of the premium for the closing purchase transaction, 
OCC will close out the short positions and release the 
related escrow or depository receipts to the suspended 
clearing member or its representative. 


The proposed amendment to Rule 610(1) provides a 
procedure for allocating assignments to particular short 
positions covered by specific and escrow deposits in 
cases in which a clearing member is suspended and OCC 
is unable to determine the particular customer or non- 
customer to whom the assignment was allocated by the 
clearing member under Rule 804. Rule 610(1), as 
amended, provides that, on the day following the date 
of the assignment, the clearing member must deposit 
margin with OCC and must withdraw the escrow or 
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depository receipts. If the clearing member does not do 
so and is thereafter suspended by OCC, OCC may pre- 
sume, unless it has been notified specifically to the con- 
trary, that the assignment was allocated to an option 
contract for which no specific or escrow receipt had been 
made. 


The proposed amendments to Rules 610(k) and 804 are 
technical and, in conjunction with Rule 610(1), are de- 
signed to clarify ambiguities in those rules. 


Commission Action 


The Commission finds that the proposed rule changes con- 
tained in SR-OCC-75-6 are consistent with the require- 
ments of tne Act and the rules and regulations thereunder, 
particularly the requirements of Section 17A and the rules 
thereunder applicable to a registered clearing agency. 


IT IS THEREFORE ORDERED, pursuant to Section 19 
(b)(2) of the Act, that the proposed rule changes contained 
in File No. SR-OCC-75-6 be, and hereby are, approved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12061/January 29, 1976 


Admin. Proc. File No. 3-4233 

In the Matter of 

RONALD W. DUNDON 

711 S. Seminary Street 

Park Ridge, Illinois 

DISMISSAL ORDER 

An independent review of the record shows that it does not 
support the administrative law judge’s findings against the 


respondent. 


Accordingly, 1T 1S ORDERED that these proceedings be, 
and they hereby are, dismissed. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19358/January 26, 1976 


In the Matter of 

GENERAL PUBLIC UTILITIES CORPORATION 
80 Pine Street 

New York, New York 10005 


(70-5791) 


NOTICE OF PROPOSED AMENDMENTS OF ARTICLES 


OF INCORPORATION 


NOTICE IS HEREBY GIVEN that General Public Utilities 


Corporation (“GPU”), a registered holding company, has 
filed a declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (“Act”), 
designating Sections 6(a), 7, and 12(e) of the Act and 
Rules 62 and 65 promulgated thereunder as applicable 

to the proposed transaction. All interested persons are 
referred to the declaration, which is summarized below, 
for a complete statement of the proposed transaction. 


GPU proposes to amend its Articles of Incorporation in 
the following respects: (1) to increase the number of 
shares of its authorized common stock, par value $2.50, 
from 55,000,000 (of which 54,756,736 shares, exclu- 
sive of 28,074 treasury shares, are now outstanding) 

to 75,000,000 shares; and (2) to eliminate the present 
mandatory requirement that common stockholders be 
extended preemptive rights to subscribe pro rata to addi- 
tional shares of common stock issued by GPU. It is 
stated that the increase in the number of shares is being 
sought in order that, from time to time as needed over 
the next few years, cash required for the common stock 
equity component of the capital requirements of the 
GPU holding company system can be obtained. GPU 
states that with today’s broad base of corporate owner- 
ship, and with additional shares readily available in the 
market for purchase, preemptive rights, which had as 
their aim the preservation of a shareholders’ propor- 
tionate interest and voting rights against possible dilu- 
tion through disproportionate shares to other more 
favored purchasers, no longer has any disproportionate 
shares to other more favored purchasers, no longer has 
any significance. Removing the present mandatory fea- 
ture of preemptive rights would not preclude future 
rights offerings to stockholders. GPU's existing Auto- 
matic Dividend Reinvestment Plan is itself a form of 
preemptive rights offering. Through participation in 
that Plan, stockholders may increase their holdings 

of GPU common stock through quarterly purchases 

of additional shares at the then market price, without 
payment of brokerage commissions. 


GPU intends to submit the proposed amendments to 
its Articles of Incorporation to its stockholders for 
their consent at the annual meeting of stockholders to 
be held on April 5, 1976. In connection therewith, 
GPU proposes to solicit proxies from the holders of 
its common stock through the use of proposed solici- 
tation material which sets forth the proposals in detail 
in addition to proposals to elect directors and to vote 
on auditors. The declaration states that the proposed 


amendments require the affirmative vote of the holders 
of a majority of the outstanding shares of common stock. 


The fees and expenses to be incurred in connection with 
the proposed transaction will be filed by amendment. The 
cost to GPU, for reimbursement to stockholders who hold 
stock for others for forwarding copies of proxy material 

to them, is estimated at $25,000. It is stated that no state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than February 19, 1976, request in 
writing that a hearing be held on such matter, stating the 
nature of his interest, the reasons for such request, and 
the issues of fact or law raised by said declaration which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing there- 
on. Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such request should be served person- 
ally or by mail (air mail if the person being served is lo- 
cated more than 500 miles from the point of mailing) 
upon the declarant at the above-stated address, and proof 
of service (by affidavit or, in case of an attorney-at-law, 
by certificate) should be filed with the request. At any 
time after said date, the declaration, as filed or as it may 
be amended, may be permitted to become effective as 
provided in Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may grant 
exemption from its rules under the Act as provided in 
Rules 20(a) and 100 thereof or take such other action 

as it may deem appropriate. Persons who request a hear- 
ing or advice as to whether a hearing is ordered will re- 
ceive any notices and orders issued in this matter, includ- 
ing the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19359/January 27, 1976 


In the Matter of 

MIDDLE SOUTH UTILITIES, INC. 

225 Baronne Street 

New Orleans, Louisiana 70112 
ARKANSAS POWER & LIGHT COMPANY 
First National Building 

Little Rock, Arkansas 72203 

CROSSET ELECTRIC COMPANY 


First National Building 
Little Rock, Arkansas 72203 


(70-5793) 
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NOTICE IS,HEREBY GIVEN that Middle South Utilities, 
inc. (“Middle South”), a registered holding company, and 
two of its wholly owned electric utility subsidiary com- 
panies, Arkansas Power and Light Company (““AP&L"’) 
and Crossett Electric Company (“Crossett’’) have filed an 


application-declaration pursuant to the Public Utility Hold- 


ing Company Act of 1935 (“Act’’) designating Sections 
6(a), 7, 9(a), 10, 12(d) and 12(f) of the Act and Rule 43 
promulgated thereunder as applicable to the following 
proposed transaction. All interested persons are referred 
to the application-declaration, which is summarized be- 
low, for a complete statement of the proposed transac- 
tion. 


The properties of Crossett consist of facilities for distribu- 
tion of electric power and energy all located within the 
corporate limits of the Town of Crossett, Arkansas, and 
currently operated by AP&L, as lessee. The Town of 
Crossett is contiguous to and within the territory served 
by AP&L and Crossett’s electric properties are connected 
directly with those of AP&L. Crossett does not own any 
generation or transmission facilities, and it purchases its 
entire energy requirements from AP&L. As of November 
30, 1975, Crossett’s facilities furnished electric service 

to approximately 2, 497 customers. 


it is stated that the present arrangement, whereby 
AP&L leases and operates the properties of Crossett, 
has resulted in an unnecessary duplication of corporate 
organization, accounting and operation within the Mid- 
dle South system. It is therefore proposed that AP&L 
will acquire all of Crossett’s 250,000 outstanding shares 
of common stock, $1.00 par value, from Middle South 
in exchange for additional common stock of AP&L, 
$12.50 par value. The number of shares of AP&L com- 
mon stock to be issued and sold to Middle South at a 
price of $12.50 per share will be determined on the 
basis of, and the aggregate par value of the AP&L com- 
mon stock will be equal to, the net book value of Cros- 
sett on February 29, 1976. As of November 30, 1975, 
the net book value of Crossett was approximately 
$568,000. 


It is contemplated that the closing date in respect of 
the above exchange of shares will be on or about March 
1, 1976. As soon as practicable after the closing date, 
AP&L, as then sole stockholder of Crossett, proposes 
to effectuate the liquidation and dissolution of Crossett 
and the distribution of its assets both real and personal, 
including any and all franchises, permits, utility ease- 
ments, rights of way and other land rights, to AP&L. 
Thereafter, AP&L will continue to provide service to 
Crossett’s present customers. 


The fees and expenses to be incurred in connection 
with this transaction are estimated at $12,000, includ- 
ing legal fees of $10,000. It is stated that the transac- 
tion is subject to the jurisdiction of the Arkansas Pub- 
lic Service Commission and the Tennessee Public Ser- 
vice Commission. No other State commission and no 
Federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than February 20, 1976, request in 
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writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by the filing which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing there- 
on. Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such reqeust should be served person- 
ally or by mail (air mail if the person being served is lo- 
cated more than 500 miles from the point of mailing) 
upon the applicants-declarants at the above stated ad- 
dress, and proof of service (by affidavit or, in case of 

an attorney at law, by certificate) should be filed with } 
the request. At any time after said date, the application- 
declaration, as filed or as it may be amended, may be 
granted and permitted to become effective as provided 
in Rule 23 of the General Rules and Regulations pro- 
mulgated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) 
and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or 

advice as to whether a hearing is ordered will receive 

any notices or orders issued in this matter, including 

the date of the hearing (if ordered) and any postpone- 
ments thereof. 





For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


a 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19360/January 29, 1976 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY | 
Fort Wayne, Indiana 46801 | 


(70-5780) | 
ORDER AUTHORIZING SALE OF UTILITY ASSETS | 


Indiana & Michigan Electric Company (“1&M’’), an | 
electric utility subsidiary company of American Electric | | 
Power Company, Inc. (“AEP’’), a registered holding com- 
pany, has filed a declaration with this Commission pursu- 
ant to Section 12(d) of the Public Utility Holding Com- 
pany Act of 1935 (“Act”) and Rule 44 promulgated 
thereunder regarding the following proposed transaction. 


1&M proposes to sell to Miles Laboratories, Inc. (“Miles”), 
which is not affiliated with either 1&M or AEP, certain 
transformers and related equipment and facilities located 
in place on Miles’ property in Elkhart, Indiana. These | 
facilities were constructed by 1&M for the sole purpose | 
of serving Miles. Miles desires to purchase these facilities | 
in order to take advantage of a lower rate schedule for 
an anticipated increase in electric consumption. 
















The sale involves two 12/16/20MVA transformers, 
switching equipment, two bay steel structures, and 








related equipment and facilities. The selling price, which 
is based on the depreciated replacement cost, will be 
271,153. The original installed cost of these facilities 
s $238,680, and the original cost less book deprecia- 
tion is $227,597. 


No state commission and no federal commission, other 
than this Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said declaration has been given 
in the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 19326), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 

the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are 
necessary ; and that it is appropriate in the public inter- 
est and in the interest of investors and consumers that 
said declaration be permitted to become effective: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 

be, and it hereby is, permitted to become effective forth- 
with, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9134/January 26, 1976 


In the Matter of 


AMERICAN GENERAL EXCHANGE FUND 
(A California Limited Partnership) 

201 South Lake Avenue 

Pasadena, California 91101 


(812-3881) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR EXEMPTIONS FROM 
SECTIONS 2(a)(3), 2(a)(19), 18(f), AND 22(c) OF THE 
ACT 


NOTICE IS HEREBY GIVEN that American General Ex- 
change Fund (A California Limited Partnership) (““Appli- 
cant”), an open-end, diversified management investment 
company registered under the Investment Company Act 
of 1940 (“Act”), has filed an application o December 5, 
1975 and amendments thereto on January 6, 12 and 16, 
1976, for an order of exemption from certain provisions 
of Sections 2(a)(3), 2(a)(19), 18(f) and 22(e) of the Act. 
All interested persons are referred to the application on 


file with the Commission for a statement of the repre- 
sentations contained therein, which are summarized 
below. 


On December 4, 1975, Applicant filed its Certificate and 
Agreement of Limited Partnership under the Uniform 
Limited Partnership Act of California (the “California 
Partnership Act’’). Applicant states that it will file a 
Restated Certificate and Agreement of Limited Partner- 
ship (the “Partnership Agreement”) in both California 
and Texas. Applicant has also filed a Registration State- 
ment on Form S-5 pursuant to the Securities Act of 
1933 for the registration of Units of Limited Partner- 
ship Interest in Applicant (““Shares’’) for public sale. 


Applicant is organized as a partnership so that persons 
holding appreciated securities of a character suitable to 
Applicant's investment objectives may exchange such 
securities for Shares without recognition of federal 
Capital gains tax liability by reason of the exchange. 
Applicant has, therefore, submitted to the Internal 
Revenue Service (“IRS”) a request for a ruling (the 
“IRS Ruling’) to permit the exchange of securities for 
Applicant’s Shares without resulting taxation to either 
the investor or the Applicant. Applicant submits that 
in order for the IRS to grant such a ruling, the Appli- 
cant will have to demonstrate that it is a partnership 
lacking the corporate characteristics of continuity of 
life and limited liability. 


The Partnership Agreement will provide for two 

classes of partners - General Partners, which will include 
Managing General Partners and Non-Managing General 
Partners, and Limited Partners (collectively ‘‘Partners’’). 
Each General Partner will be personally liable for all 
debts and obligations of Applicant which cannot be 
satisfied out of Applicant's assets. The entire interest 

of the Partners in the Fund will be represented by 
Shares, each having equal rights and equal participation 
in Applicant’s profits and losses. Shares may be assigned 
following presentation to the Applicant's transfer agent 
of certain forms executed by both the'transferring Part- 
ner and his transferee. Applicant undertakes that trans- 
fer instructions received in good order before noon on 
any business day will be effected by amending the Part- 
nership Agreement in California on the same day to 
reflect such transfer. 


Applicant asserts that its Managing General Partners 
will perform functions similar to those of a board of 
directors of a corporation, with similar limitations on 
their powers. The Partnership Agreement will provide, 
and Applicant represents, that each Managing General 
Partner will be a natural person with one vote and 

that Applicant’s business and affairs will be managed 
by the majority vote of Managing General Partners at 

a meeting duly called or by unanimous written consent 
of the Managing General Partners without a metting if 
permitted by the Act. The Managing General Partners 
may, however, appoint officers and agents, who may 
also be Managing General Partners, to perform dele- 
gated duties on behalf of Applicant. The Partnership 
Agreement will further provide that no single Managing 
General Partner shall have authority to act on behalf of 
the Applicant or to bind the Applicant. Each Managing 
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General Partner will be elected annually by the vote of 
‘Applicant’s Shares. 


American General Capital Management, Inc. (the “Advis- 
er”), Applicant’s investment adviser, and its subsidiary, 
American General Exchange Corporation, will serve as 
Applicant’s Non-Managing General Partners. Applicants 
represents that any corporate general partner of the Ap- 
plicant will be a Non-Managing General Partner and will 
share in the unlimited liability of General Partners but 
will be excluded from participation in the management 
of Applicant's business. Non-Managing General Partners 
will not be elected but may be removed by vote of a 
majority of Applicant’s Shares. 


To protect against the possibility of a General Partner 
binding the Applicant through the exercise of the appar- 
ent authority each General Partner possesses as a gen- 
eral partner of a partnership, the Fund undertakes that, 
upon election or appointment of a General Partner and 
not less than annually thereafter, each General Partner 
will be given a specific statement of the limitations upon 
the authority of the Applicant’s General Partners. Appli- 
cant states that these limitations upon the authority of 
its General Partners will be described to all persons 
conducting substantial business with Applicant, either 
by inclusion of a notice of limitations in each material 
contract, or where this is not possible, by transmitting 
such notice with the executed copy of the contract. 
Applicant submits that each General Partner wil! also 

be aware of these limitations from reading the Appli- 
cant’s prospectus and from executing the Partnership 
Agreement. In addition, Applicant represents that it 
will be covered as an insured by a certain brokers 
blanket bond, which includes coverage against trading 
losses, and also by a certain errors and omissions insur- 
ance policy. Applicant states that it will not voluntar- 
ily cancel such insurance. 


Managing General Partners may voluntarily withdraw 
from Applicant only upon 180 days notice, and Non- 
Managing General Partners may withdraw only two 
years after notice unless sooner replaced. The Partner- 
ship Agreement will provide that, if the number of 
Managing General Partners should fall below three, 
the remaining Managing General Partners will! within 
120 days call a meeting of Partners for the purpose 
of electing additional Managing General Partners so 
as to restore the number of Managing General Part- 
ners to at least three. Applicant states that, if there 
should be no remaining Managing General Partners, 
the Non-Managing General Partners will hold a meet- 
ing of Partners within 60 days to fill the vacancies, 
and, if there should be no remaining Non-Managing 
General Partner, the Managing General Partners will, 
within 60 days of such event, hold a meeting of Part- 
ners to elect a successor. ; 


Under the terms of the Partnership Agreement, Appli- 
cant will continue in existence until December 31, 
2050, unless sooner terminated in the event that 
Applicant disposes of all of its assets, or Partners 
holding a majority of the outstanding Shares vote 

to terminate the Applicant, or in the event of the 
death, withdrawal, retirement, dissolution, assign- 
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ment for the benefit of creditors, filing of a petition for 
bankruptcy, adjudication of bankruptcy, insanity or in- 
competency of any of the General Partners, unless the 
remaining General Partners elect to continue the business 
of Applicant in accordance with the terms of the Partner- 
ship Agreement. Applicant represents that each General 
Partner, as a condition of assuming such position, will 
commit to always elect to continue the business upon | 
the occurrence of any of the events listed above so that 
none of these events would require liquidation of Appli- 
cant as a matter of law. The remaining General Partners 








could, however, recommend that Applicant be terminated Sec 
upon the vote of the outstanding Shares for valid business Sec 
reasons which may include one or more of these specified of 
events. It is submitted that if these obligations are not son 
carried out or if all the General Partners die or become bec 
incompetent or bankrupt at the same time, Applicant Ia 
would be terminated. can 

the 
Each Share will carry one vote on all matters voted upon car 
by all of the Partners. Each Share of the Applicant will por 
carry with it all the voting, approval, consent or similar tio 
rights required by the Act including the right to elect and she 
reelect the Managing General Partners or remove the Non- sor 
Managing General Partners, the right to approve any new the 
or amended investment advisory contract, the right to | an 
approve any proposed changes in the Applicant’s funda- "af 
mental policies or proposed changes which affect its wit 
basic structure, and the right to ratify or reject the ap- Par 
pointment of auditors. Applicant submits that the exer- ply 
cise of these voting rights by Limited Partners, while sor 


permissible under the California Partnership Act, may 

possibly be found, in jurisdictions other than California # 

in which Applicant will do business, to constitute taking 

Part in the control of the business by the Limited Part- Sex 
ners which would subject the Limited Partners to un- 


limited personal liability to the extent that all debts and re 
obligations of Applicant cannot be satisfied by the Appli- wh 
cant’s assets. In order to insure against this possibility Sex 
Applicant represents that it will include in all of its ma- clu 
terial contracts a provision limiting Applicant's credi- pet 
tors to claims against its assets and that the Adviser will gar 


indemnify Applicant’s Limited Partners against any lia- 
bility as general partners incurred while it acts as invest- Sex 
ment adviser. 





Applicant states that the IRS Ruling is also expected to : 
be conditioned on the retention by the General Partners int 
or their successors of not less than 1%, in aggregate, of cor 
Applicant’s outstanding Shares. It is represented that in| 
the Adviser’s subsidiary wiil contribute any capital neces- wh 
sary for the General Partners in the aggregate to initially inv 
own and thereafter maintain the percentage of Appli- suc 
cant’s Shares required by the IRS Ruling until the sub- Ac 
sidiary may withdraw or is replaced as a Non-Managing an 
General Partner. Applicant further represents that the suc 
Adviser will undertake to guarantee its subsidiary’s com- 
mitments to supply and maintain capital to meet the Ar 
1% ownership requirement. It is submitted that the Gen- ne 
eral Partners will also commit not to tender for redemp- : 
tion Shares held by them or accept distributions in cash 

Partners in the Applicant’s Shares would fall below 1%. 





vis 
Ac 
if by doing so the aggregate interest of the General fo 
ore 
m 
Cal 


Limited Partners may redeem their Shares for the net 





gset value next computed after receipt of a redemption 
equest in good order which may be paid at Applicant's 

tion in cash or securities having the same value as the 

t asset value of the Shares redeemed. Applicant repre- 
sents that for five years after the Exchange Date, redemp- 
tions in kind will be paid in securities, including restricted 
securities, of the same issuer as deposited by the redeem- 
ing Partner to the extent that these securities are in Appli- 
cant’s portfolio. 


Section 2(a) (3) 


Section 2(a)(3)(D) of the Act defines “‘affiliated person” 
of another person as “‘any ... partner of such other per- 
son”. It is submitted that investors in the Applicant by 
becoming Limited Partners may, pursuant to Section 
9a)(3)(D), be deemed to be affiliated persons of Appli- 
cant. Applicant believes that its Limited Partners are 

the equivalent of shareholders of a corporation. Appli- 
cant submits that, since being a shareholder of a cor- 
poration does not, by itself, form the basis for affilia- 
tion under the Act, a Limited Partner of Applicant 
should likewise not be deemed to be an “affiliated per- 
son” of Applicant by such status alone. Applicant, 
therefore, requests, pursuant to Section 6(c) of the Act, 
an order exempting any person from the definition of 
“affiliated person” of Applicant who would come 

within the definition solely because he was a Limited 
Partner of Applicant. The exemption would not ap- 

ply to any Limited Partner who is an “affiliated per- 
son” of Applicant by any other reason. 


tion 2(a)(19) 


Section 10(a) of the Act provides that no registered in- 
vestment company shall have a board of directors more 
than 60 percent of the members of which are persons 
who are interested persons of such registered company. 
Section 2(a)(12) of the Act defines “director” to in- 
clude any director of a corporation or any person 
performing similar functions with respect to any or- 
ganization, whether incorporated or unincorporated. 


Section 2(a)(19)(A) of the Act provides, in part, that 
an “interested person” of another person, when the 
other person is an investment company, means (1) 

any affiliated person of such company and (2) any 
interested person of any investment adviser for such 
company. Section 2(a)(19)(B) of the Act provides, 

in part, that an “interested person” of another person, 
when the other person is an investment adviser for any 
investment company, means any affiliated person of 
such investment adviser. Section 2(a)(3)(D) of the 

Act provides, in part, that an “affiliated person”’ of 
another person means any partner or co-partner of 
such person. 


Applicant currently has three Managing General Part- 
ners, all of whom are interested persons of the Ad- 
viser, and two Non-Managing General Partners, the 
Adviser and its subsidiary. Applicant proposes to add 
four more Managing General Partners, each of whom 
Dresently serves as a non-interested director of other 
Mestment companies advised by the Adviser. Appli- 
cant states that these individuals, upon becoming 





Managing General Partners, would become partners in 
Applicant and co-partners with the Adviser and its in- 
terested persons. Applicant contends that, unless its 
Managing General Partners are exempted from the pro- 
visions of Section 2(a)(19) of the Act, Applicant will 
be unable to comply with Section 10(a) because all of 
its Managing General Partners will be interested persons 
of Applicant. This is because each Managing General 
Partner would be (1) a partner and thus an affiliated 
person of the Applicant and (2) a co-partner and thus 
an affiliated person of the Adviser and therefore an in- 
terested person of the Adviser and of Applicant by 
virtue of Section 2(a)(19)(A) of the Act. 


However, Section 2(a)(19) further provides that, “No 
person shall be deemed to be an interested person of 

an investment company solely by reason of his being a 
member of its board of directors...’’. Applicant main- 
tains that the only relationship in which the Managing 
General Partners are partners in Applicant or co-part- 
ners of the Adviser is one in which they function as 

the equivalent of a board of directors of Applicant. 
Based on the foregoing, Applicant requests an order, 
pursuant to Section 6(c) of the Act, exempting Appli- 
cant and its General Partners from the provisions of 
Section 2(a)(19) to the extent that the General Partners 
are interested persons of any other person solely because 
they are General Partners of Applicant or co-partners in 
Applicant of General Partners who are interested persons 
of such other person. The requested exemption would 
extend to General Partners of Applicant in their capa- 
cities as non-interested directors of other investment 
companies advised by the Adviser. 


Section 18(f) 


Section 15, 523(1) of the California Partnership Act pro- 
vides that limited partners are entitled to priority over 
general partners to distributions in liquidation. The Part- 
nership Agreement will provide that upon dissolution the 
Partners share pro rata in the Applicant's assets based 
upon the number of Shares held without regard to 
whether such Shares are held as a General or Limited 
Partner. In the event that Applicant's assets are less than 
capital contributed, and, under the California Partner- 
ship Act limited partners are found to be entitled to re- 
ceive more than such pro rata share, holders of Shares 

as Limited Partners would be preferred over holders of 
Shares as General Partners. 


Section 18(f)(1) of the Act provides, in pertinent part, 
that it shall be unlawful for any registered open-end 
company to issue any class of senior security or to sell 
any senior security of which it is the issuer. Section 
18(g) of the Act defines “senior security”’ to mean, in 
pertinent part, any stock of a class having priority over 
any other class as to distribution of assets or payment 
of dividends. 


To the extent that Shares held by Limited Partners may 
be deemed to be senior securities because the California 
Partnership Act creates a priority, in liquidation, in 
favor of limited partners, such priority, Applicant con- 
tends, runs in favor of the persons whom the Act is in- 
tended to protect. Accordingly, Applicant requests, 
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pursuant to Section 6(c) of the Act, an order of exemp 
tion from the provisions of Section 18(f) to the extent 
that the California Partnership Act provides a preference 
for Shares held by Limited Partners over Shares held by 
General Partners. 


Section 22(e) 


As noted above, each of the General Partners of the Ap- 
plicant will commit not to tender Shares held by him 
for redemption if by doing so the aggregate interest of 
all the General Partners in Applicant’s Shares would fall 
below the 1% interest required to maintain partnership 
tax status. 


Section 22(e) of the Act provides, in pertinent part, that 
no registered investment company shall suspend the 
date of redemption or postpone the date of payment 
or satisfaction upon redemption of any redeemable se- 
curity in accordance with its terms for more than seven 
days after tender of such security. Section 47(b) of the 
Act provides, in part, that every contract the perform- 
ance of which involves the violation of, or the contin- 
uance of any relationship or practice in violation of, 
any provision of the Act, or any rule, regulation, or 
order thereunder shall be void. 


Applicant submits that the commitment of the General 
Partners not to tender is similar to the commitment of 
the original subscribers to the shares of an investment 
company organized as a corporation that they are tak- 
ing the sahres with an investment intent. Applicant 
further submits that this commitment only applies to 
the General Partners and would not extend tc public 
investors who could only benefit from the commit- 
ment. To prevent a General Partner from tendering his 
Shares for redemption in violation of his commitment 
and alleging, upon doing so, that the commitment 

was in contravention of Section 22(e) and therefore 
void under Section 47(b) of the Act, Applicant re- 
quests, pursuant to Section 6(c) of the Act, an exemp- 
tion from Section 22(e). This would permit the Appli- 
cant to obtain enforcement of the commitments by 
its General Partners in the event of their violation. 


Section 6(c) of the Act provides, in part, that the Com- 
mission may conditionally or unconditionally exempt 
any person, security, or transaction, or any class or 
classes of persons, securities, or transactions from any 
provisions of the Act or of any rule or regulation 
under the Act, if and to the extent such exemption 

is necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. Applicant submits that the requested ex- 
emptions are ncessary and appropriate in the public 
interest and consistent with the protection of invest- 
ors and the purposes of the Act. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than February 12, 1976, at 12:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a state- 
ment as to the nature of his interest, the reason for 
such request, and the issues, if any, of fact or law 
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proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing there- 
on. Any such communication should be addressed: Sec- 
retary, Securities and Exchange Commission, Washington, 
D. C. 20549. A copy of such request shall be served per- 
sonally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon Applicant at the address stated above. Proof of 
such service (by affidavit, or in case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 








with the request. As provided by Rule 0-5 of the Rules to 
and Regulations promulgated under the Act, an order qu 
disposing of the applicaton will be issued as of course } to 
following said date unless the Commission thereafter fie 
orders a hearing upon request or upon the Commission’s Ai 
own motion. Persons who request a hearing, or advice re 
as to whether a hearing is ordered, will receive any no- to 
tices and orders issued in this matter, including the date pe 
of the hearing (if ordered) and any postponements thereof. is 
in 
For the Commission, by the Division of Investment Man- | SU 
agement Regulation, pursuant to delegated authority. la 
WwW 
George A. Fitzsimmons R 
Secretary ar 
ce 
th 
C 
he 
INVESTMENT COMPANY ACT OF 1940 Ww 
Release No. 9135/January 27; 1976 m 
ar 

In the Matter of fi 
AMERICAN FUND FOR SAVINGS M 
c/o Harold Klein oF 


9015 Burton Way 
Los Angeles, California 90048 


(811-2522) 


NOTICE OF PROPOSAL TO TERMINATE REGISTRA- 
TION PURSUANT TO SECTION 8(f) OF THE ACT i! 


NOTICE IS HEREBY GIVEN that the Commission pro- 

poses, pursuant to Section 8(f) of the Investment Com- | 
pany Act of 1940 (“‘Act’’), to declare by order upon its 
own motion that American Fund For Savings (“Fund”), F 
which is registered under the Act as an open-end, diversi- R 
fied management investment company, has ceased to be R 
an investment company as defined in the Act. F 


Materials in the Commission’s records indicate that Fund 


was organized as a California Corporation on July 19, £ 
1974. Fund filed a Notification of Registration on Form 1 
N-8A on September 6, 1974, and a Registration State- S 


ment on Form N-8B on September 23, 1974. 


Materials in the Commission’s records indicate that none 
of Fund’s securities have ever been sold to the public and 
that Fund has not conducted business of any kind. Ma- 
terials in the Commission’s records further indicate that 
Fund has no assets and no liabilities. 








oco wo = 







Section 8(f) of the Act provides, in part, that when the 
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re 
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Commission on its own motion, finds that a registered 
“westment company has ceased to be an investment 

mpany, it shall so declare by order, and upon the 
ffectiveness of such order, the registration of such 
company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than February 23, 1976 at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such re- 
quest, and the issues, if any, of fact or law proposed 
| tobe controverted, or he may request that he be noti- 
fied if the Commission shall order a hearing thereon. 
Any such communication should be addressed: Sec- 
retary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being served 
is located more than 500 miles from the point of mail- 
ing) upon Fund at the address stated above. Proof of 
such service (by affidavit, or in case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, 
an order disposing of this matter will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 





or the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated auth- 
ority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9136/January 28, 1976 


In the Matter of 


FRANKLIN RESOURCES LIQUID ASSETS FUND 
RESEARCH CAPITAL FUND, INC. 

RESEARCH EQUITY FUND, INC. 

FRANKLIN CUSTODIAN FUNDS, INC. 


and 


FRANKLIN DISTRIBUTORS, INC. 
155 Bovet Road 
San Mateo, California 94402 


(812-3884) 


NOTICE OF APPLICATION FOR AN ORDER PUR- 
SUANT TO SECTION 11(a) TO PERMIT OFFER 

OF EXCHANGE AND PURSUANT TO SECTION 
6(c) FOR EXEMPTION FROM THE PROVISIONS 

F SECTION 22(d) AND RULE 22d-1 





NOTICE IS HEREBY GIVEN that Franklin Resources 
Liquid Assets Fund (“Liquid Assets’’), Research Capital 
Fund, Inc. (“Capital’’), Research Equity Fund, Inc. 
(“Equity”) and Franklin Custodian Funds, Inc. (““Frank- 
lin’’) (collectively referred to as ““Funds”’), each of which 
is registered as a diversified, open-end management in- 
vestment company under the Investment Company Act 
of 1940 (“Act”), and Franklin Distributors, Inc. (collec- 
tively referred to with the Funds as ‘’Applicants’’) filed 
an application on December 15, 1975, for an order of 
the Commission (1) pursuant to Section 11(a) for an 
order to permit the offer to shareholders of Liquid 
Assets the right to exchange their shares for those of 
Capital, Equity and Franklin on a basis other than the 
relative net asset values of the Fund shares involved at 
the time of the exchange; and (2) pursuant to Section 
6(c) of the Act to exempt Applicants from the provi- 
sions of Section 22(d) of the Act and Rule 22d-1 there- 
under to the extent necessary to permit such an offer 

of exchange. All interested persons are referred to the 
application on file with the Commission for a statement 
of the facts and representations contained therein, 
which are summarized below. 


Franklin Distributors, Inc., is the principal underwriter 
for Carital, Equity and Franklin, which maintain a con- 
tinuous public offering of their shares at their respective 
net asset values, with the addition of a sales charge based 
upon a percentage of the public offering price, as follows: 


Size of Transaction at 


Offering Price Total Sales Charge 








Less than $25,000 8.75% 
$25,000 but less than $50,000 6.75% 
$50,000 but less than $100,000 4.75% 
$100,000 but less than $250,000 3.25% 
$250,000 but less than $500,000 2.50% 
$500,000 but less than $1,000,000 2.00% 
$1,000,000 but less than 

$2,000,000 1.50% 
$2,000,000 or more 1.00% 


Liquid Assets is a no-load fund, the shares of which are 
intended to be offered to the public at net asset value 
with no sales charge, upon effectiveness of its pending 
registration statement under the Securities Act of 1933. 


At the present time, the shareholders of Capital, Equity 
and any of the Series of Franklin may exchange their 
shares for shares of any of the other of such Funds on 
the basis of the relative net asset value per share at the 
time of the exchange, without any sales charge. Capital, 
Equity and Franklin propose to offer to shareholders 
of Liquid Assets the right to exchange their shares for 
shares of Capital, Equity or Franklin on the basis of 
relative net asset value at the time of exchange plus (in 
the case of.shares of Liquid Assets acquired other than 
pursuant to a previous exchange from shares of Capi- 
tal, Equity or Franklin) the applicable sales charge 
described in the prospectus of the exchanging fund. 


Section 11(a) of the Act provides, in part, that it shall be 
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Section 11(a) of the Act provides, in part, that it shall be 
unlawful for any registered open-end company or any 
principal underwriter for such a company to make or 
cause to be made an offer to the holder of a security of 
such company or of any other open-end investment com- 
pany to exchange his security for a security in the same 
or another such company on any basis other than the 
relative net asset values of the respective securities to be 
exchanged, unless the terms of the offer have first been 
submitted to and approved by the Commission. 


Section 22(d) of the Act provides, in part, that no regis- 
tered investment company shall sell any redeemable 
security issued by it to any person except either to or 
through a principal underwriter for distribution or at 

a current offering price described in the prospectus and, 
if such class of security is being currently offered to the 
public by or through an underwriter, no principal 
underwriter of such security and no dealer shall sell 

any such security to any person except a dealer, a prin- 
cipal underwriter, or the issuer except at a current pub- 
lic offering price described in the prospectus. 


Applicants state that the Funds have differing invest- 
ment objectives, and that the purpose of the proposed 
exchange offer is to permit a shareholder of Liquid 
Assets who changes his investment objective to change 
to a different Fund. Shareholders would be informed 
of their right to exchange shares of Liquid Assets fo 
shares of any of the other Funds. 


Applicants assert that the proposed exchange offer 
cannot be made at relative net asset value because (ex- 
cept for shares acquired by exchange from one of the 
Funds on which a sales charge had already been paid) 

a Liquid Assets shareholder would have paid no sales 
load on his investment, while an existing shareholder in 
the Fund to be acquired would have incurred a sales 
charge. Applicants further submit that if shares of one 
of the other Funds could be acquired by a shareholder 
of Liquid Assets at net asset value by exchanging Liquid 
Assets shares purchased with no sales load, it is possible 
that the exchange would be in violation of Section 22(d) 
since an investor would be able to purchase shares of 


one of the Funds at a sales charge other than that describ- 


ed in its prospectus merely by purchasing shares of Li- 
quid Assets and subsequently exchanging those shares 
at net asset value for shares of one of the Funds. 


Section 6(c) provides, in part, that the Commission, by 
order upon application, may conditionally or uncondi- 
tionally exempt any person, security, or transaction, or 
any class or classes of persons, securities, or transactions, 
from any provision or provisions of the Act and the 
Rules promulgated thereunder, if and to the extent that 
such exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and pro- 
visions of the Act. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than February 20, 1976, at 5:30 p.m., 
submit to the Commission in writing a request for a hear- 
ing on the matter accompanied by a statement as to the 
nature of his interest, the reason for such request, and 
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the issues, if any, of fact or law proposed to be contro- 
verted, or he may request that he be notified if the Com. 
mission shall order a hearing thereon. Any such commun- 
ication shall be addressed: Secretary, Securities and Ex. 
change Commission, Washington, D. C. 20549. A copy of 
such request shall be served personally or by mail (air mail 
if the person being served is located more than 500 miles 
from the point of mailing) upon Applicants at the ad- 
dress stated above. Proof of such service (by affidavit or, 
in the case of an attorney at law, by certificate) shall be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the Com- 
mission thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who request 
a hearing or advice as to whether a hearing is ordered, will 
receive any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


s 





For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9137/January 28, 1976 


In the Matter of 


NORTHEAST FIDELITY INVESTMENT COMPANY 
(Formerly Minnesota Small Business Investment Company 
2338 Central Avenue, Northeast 

Minneapolis, Minnesota 55418 


(811-1064) 


NOTICE OF FILING OF APPLICATION PURSUANT T0 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLAR- 
ING THAT COMPANY HAS CEASED TO BE AN INVEST 
MENT COMPANY 


NOTICE IS HEREBY GIVEN that Northeast Fidelity 
Investment Company, formerly Minnesota Small Business 
Investment Company (‘Applicant’), a closed-end, non- 
diversified, management investment company registered 
under the Investment Company Act of 1940 (“Act”), has 
filed an application on November 17, 1975, and an amen¢- 
ment thereto on January 15, 1976, for an order of the 
Commission declaring that the Applicant has ceased to be 
an investment company as defined in the Act. All inter- 
ested persons are referred to the application on file with 
the Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicant states that as of January 15, 1976, it had 
issued and outstanding 151,250 shares of capital stock 
and a total of 25 shareholders. 


' Applicant further states that it last acquired an nin 





security, as defined in Section 3 of the Act, in Novem- 
ber, 1973, and has been continuously liquidating its 


a ‘ portfolio of investment securities since that time. 

- in addition, Applicant states that on September 4, 1975, 

mail shareholders of the Applicant approved certain transac- 

les tions between Applicant and MorAmerica Capital Cor- 
poration (“MorAmerica”’), which transactions became 

or effective October 1, 1975, and included the sale of cer- 

“ tain of Applicant’s investment securities to MorAmerica, 

d the discharging by Applicant of its obligation to the 

United States Small Business Administration, and, effec- 

“ill tive October 8, 1975, Applicant’s withdrawal as a licen- 

om- sed small business investment company under the Small 
Business Investment Act of 1958, as amended. 

juest are 

will Applicant represents further that its primary business 

. at the present time is the management of the Nicolett 

ost: Mall Building (“*Mal!’’), that rentals from the Mall pro- 


vided approximately 91% of Applicant’s gross income 

during the month of November, 1975, that the Mall 
lan- building and underlying land after depreciation repre- 
sent greater than 70% of the value of Applicant's total 
assets, and that less than 25% of the value of Appli- 
cant’s total assets consist of investment securities, as 
defined in Section 3 of the Act. 


Section 8(f) of the Act provides, in part, that when the 

Commission upon application finds that a registered 

investment company has ceased to be an investment 

company, it shall so declare by order and, upon the 

effectiveness of such order, the registration of such com- 
\ pany shall cease to be in effect. 


’* NOTICE IS FURTHER GIVEN that any interested per- 

Y ' son may, not later than February 25, 1975, at 5:30 
p.m., submit to the Commission in writing a request for 
a hearing on this matter accompanied by a statement as 
to the nature of his interest, the reason for such request, 
and the issues of fact or law proposed to be controvert- 
ed, or he may request that he be notified if the Com- 
mission shall order a hearing thereon. Any such com- 
NT T0 munication should be addressed: Secretary, Securities 
>LAR- and Exchange Commission, Washington, D. C. 20549. 
NVEST Acopy of such request shall be served personally or 

by mail (air mail if the person being served is located 

more than 500 miles from the point of mailing) upon 


npany 


y Applicant at the address set forth above. Proof of such 
siness service (by affidavit or, in case of an attorney at law, 
on- by certificate) shall be filed contemporaneously with 
red the request. As provided by Rule 0-5 of the Rules and 
), has Regulations promulgated under the Act, an order dis- 
amen¢- posing of the application will be issued as of course 

he following said date unless the Commission thereafter 
to be orders a hearing upon request or upon the Commis- 
ter- sion’s own motion. Persons who request a hearing, or 
with advice as to whether a hearing is ordered, will receive 
Ns any notices and orders issued in this matter, including 


the date of the hearing (if ordered) and any postpone- 
ments thereof. 


ck For the Commission, by the Division of Investment Man- 


’ agement Regulation, pursuant to delegated authority. 
aml George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9138/January 28, 1976 


In the Matter of 


PURITAN FUND, INC. 
35 Congress Street 
Boston, Massachusetts 02109 


and 


UV INDUSTRIES, INC. 
437 Madison Avenue 
New York, New York 10022 


(812-3886) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING TRANSACTION FROM SECTION 17(a) 
OF THE ACT 


Puritan Fund, Inc. (“Fund’’), an open-end, diversified 
management investment company registered under the 
Investment Company Act of 1940 (“‘Act’’), and UV In- 
dustries, Inc. (“UV”) filed an application on December 
15, 1975, and an amendment thereto on December 30, 
1975, for an order pursuant to Section 17(b) of the Act 
exempting from Section 17(a) of the Act the purchase 
by UV from the Fund of $2,200,000 face amount of 
UV’s 5-3/4% convertible subordinated debentures due 
February 1, 1993 at a net price of $73.00 per $100 
face amount with interest adjusted. 


On January 5, 1976, a notice (Investment Company Act 
Release No. 9113) was issued of the filing of said appli- 
cation. The notice gave interested persons an opportun- 
ity to request a hearing and stated that an order dispos- 
ing of the application would be issued as of course un- 
less a hearing should be ordered. No request for a hear- 
ing has been filed and the Commission has not ordered 
a hearing. 


The matter having been considered, it is found, on the 
basis of the information stated in the application, that 
the terms of the proposed transaction, including the con- 
sideration to be paid or received, are reasonable and fair 
and do not involve overreaching on the part of any per- 
son concerned and that the proposed transaction is con- 
sistent with the policies of the Fund and with the general 
purposes of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 17(b) of the Act, 
that the purchase by UF from the Fund of $2,200,000 
face amount of UV’s 5-3/4% convertible subordinated 
debentures due February 1, 1993, at a net price of 
$73.00 per $100.00 of face amount with interest ad- 
justed, be and is hereby exempted from the provisions 
of Section 17(a) of the Act. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9139/January 29, 1976 


In the Matter of 


MILWAUKEE EQUITY FUND, INC. 
805 W. Michigan Street 
Milwaukee, Wisconsin 53233 


(811-1648) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8(f) OF THE ACT FOR AN ORDER 
DECLARING THAT APPLICANT HAS CEASED TO 
BE AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Milwaukee Equity 
Fund, Inc. (“Applicant”), a Delaware corporation which 
is registered under the Investment Company Act of 
1940 (“Act’’) as an open-end, diversified management 
company, has filed an application pursuant to Section 
8(f) of the Act on December 19, 1975, and an amend- 
ment thereto on January 15, 1976 for an order of the 
Commission declaring that Applicant has ceased to be 
an investment company as defined in the Act. All inter- 
ested persons are referred to the application on file 
with the Commission for a statement of the facts and 
representations contained therein, which are summar- 
ized below. 


Applicant represents that on November 19, 1975, pur- 
suant to an agreement, which had been approved by 
its shareholders on November 14, 1975, Applicant 
exchanged substantially all of its assets for shares of 
Supervised Investors Growth Fund, Inc. (““Super- 
vised’’) and that a total of 166,948.48 Supervised shares 
were exchanged, representing an exchange ratio of 
.62425 shares of Supervised for each outstanding share 
of Applicant. Applicant states that such shares were 
subsequently assigned to shareholders of the Applicant 
according to their respective interests in Applicant on 
November 11, 1975. Applicant further represents that 
it now has no assets remaining. 


Applicant states that it is no longer engaged in the 
business of investing, reinvesting, owning, holding, or 
trading in securities; nor does it own or propose to ac- 
quire investment securities having a value exceeding 
40 per centum of the value of its total assets, exclusive 
of government securities and cash items. 


Applicant represents that it is filing a Certificate of Dis- 
solution with the Secretary of State of Delaware. 


Section 8(f) of the Act provides, in pertinent part, that 
when the Commission, on application, finds that a 
registered investment company has ceased to be an in- 
vestment company, it shall so declare by order and, 
upon the effectiveness of such order, the registration 
of such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than February 24, 1976, at 5:30 
p.m., submit to the Commission in writing a request 
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for a hearing on the matter accompanied by a state- 

ment as to the nature of his interest, the reason for such 
request, and the issues of fact or law proposed to be con- | 
troverted, or he may request that he be notified if the \ 
Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, Securi- 


’ 





ties and Exchange Commission, Washington, D. C. 20549, ; 
A copy of such request shall be served personally or by 

na chee : : a 
mail (air mail if the person being served is located more d 
than 500 miles from the point of mailing) upon applicant ti 
at the address stated above. Proof of such service (by af- ‘ 


fidavit, or in case of an attorney at law, by certificate) 
shall be filed contemporaneously with the request. As E 
provided by Rule 0-5 of the Rules and Regulations pro- 
mulgated under the Act, an order disposing of the appli- | 
cation will be issued as of course following said date un- 
less the Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Persons 

who request a hearing, or advice as to whether a hearing 

is ordered, will receive notice of further developments | 4 
in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 











N 
For the Commission, by the Division of Investment Man- ¥ 
agement Regulation, pursuant to delegated authority. 
7 
George A. Fitzsimmons P 
Secretary ‘ 
f 
7 
A\ t 
LITIGATION } 
4 
s 
Litigation Release No. 7248/January 23, 1976 t 
a 
SEC v. WORLD RADIO MISSION, INC. and 
CLINTON D. WHITE (D. NH) 
Floyd H. Gilbert, Administrator of the Boston Regional 


Office, today announced the filing of a Complaint in the 
United States District Court for the District of New Hamp- ¢ 
shire, seeking to enjoin World Radio Mission, Inc. and / 
Clinton D. White, both of Lancaster, New Hampshire, from 
further violations of the antifraud provisions of the Securi- 
ties Act of 1933 and the Securities Exchange Act of 1934 
with respect to their activities in connection with the sale 
of the 8%, 9%, 10%, 11%, and 12% “Loan Plans” and the 
“Full Measure Plans” of World Radio Mission, Inc. 


Radio Mission, Inc. and Clinton D. White, engaged in the 
offer and sale to the public of debt securities and invest- 
ment contracts of World Radio Mission, Inc., and that in 
the offer and sale of securities, World Radio and White 
made material misrepresentations and omitted to state 
material facts concerning: the use of investor's funds; the 
source of revenues of World Radio; the safety of investor's ( 
funds; World Radio’s indebtedness and deficit operations 

for the years 1972, 1973, and 1974; and World Radio’s 1 


: 

s 

‘ ( 

The Complaint alleges, among other things that World f 
r 

; 

! 


insolvency. 





As yet a date has not been set for a hearing on the matter. 





Litigation Release No. 7249/January 23, 1976 


ra Sy. HOWARD E. KATZ 
(E.D., Pa. Crim. No. 76-28) 


Paul E. J. Curran, United States Attorney for the Eastern 
9. District of Pennsylvania, Paul F. Leonard, Administrator, 
and Thomas H. Monahan, Assistant Administrator (Phila- 
delphia) of the Washington Regional Office of the Securi- 
ties and Exchange Commission, announced that on Janu- 


ary 15, 1976, a Federal Grand Jury in Philadelphia, Penn- 


sylvania, returned a 41 count indictment against Howard 
| £. Katz, Furlong, Pennsylvania, alleging 20 counts of vio- 
| lating the Federal Securities Laws, 20 counts of mail 
fraud and 1 count of making false statements, all arising 
out of the sale of short-term commercial notes of the 
now-bankrupt Mt. Everest Corporation of Jenkintown, 
Pennsylvania. 


| The indictment alleges that, among other things, Katz 


represented to investors that the interest due on the com- 


mercial notes would be paid from operating revenues of 
Mt. Everest Corporation when, in fact, sufficient reven- 
ues were never available for this purpose. 


The indictment further charges that the brochures used 
in the offer and sales of the commercial notes did not 

disclose the true nature of the principal business of Mt. 
Everest Corporation and its current financial condition. 


The indictment is a product of investigations conducted 
—~ a by the Securities and Exchange Commission and the 
A paited States Attorney’s office. 
be 


In January 1974, the Securities and Exchange Commis- 
sion obtained a final judgment of permanent injunction 
by consent against Katz from further violations of the 
antifraud provisions of the Federal Securities Laws. 





I Litigation Release No. 7250/January 26, 1976 


~~ SEC v. CONTINENTAL GOLD AND SILVER CORPOR- 


ATION, et al. 

from (D. Utah Civ. Action No. C 75-414) 
uri- 
34 


te Robert H. Davenport, Administrator of the Denver Re- 
a 


gional Office of the Securities and Exchange Commis- 
sion, today announced that on January 16, 1976, the 
Honorable Judge Willis W. Ritter of the Federal District 
Court in Salt Lake City, Utah, issued injunctions as 
follows in connection with the offer and sale of the com- 
mon stock of Continental Gold and Silver Corporation, a 
Utah corporation: The defendant Steven C. Rippon con- 
sented to a permanent injunction, and the defendants 
Leo G. Bateman, Pasquale Catizone, and Colonial Secur- 
ities, Inc., consented to a preliminary injunction. A pre- 
, liminary injunction was issued after a hearing on the 
ors Commission’s motion against the defendants Craig Mc- 
ns | Lachlan, Jack D. Hill, Hal C. Pettigrew, and Continen- 
5 tal Gold and Silver Corporation. All of the injunctions 
iQ include “‘any other securities” language. In consenting 
ter. 





to the injunctions, defendants Rippon, Bateman, Colon- 
ial Securities, Inc., and Catizone neither admitted nor 


denied allegations of violations of federal securities laws 
made in the Commission’s compiaint. 


The defendant Colonial Securities, Inc., is a registered 
OTC broker-dealer in New York City, New York, The de- 
fendant Pasquale Catizone is a principal of Colonial Se- 
curities, Inc. The defendant Jack D. Hill is a resident of 
Haxton, Colorado. All of the other defendants are resi- 
dents of Salt Lake City, Utah. 


For further information see Litigation Release Nos. 7139 
and 7223. 





Litigation Release No. 7251/January 27, 1976 


SEC v. UNITED BRANDS COMPANY 
(US Dist. Crt. for the District of Columbia Civ. Action No. 
75-0509) 


The Securities and Exchange Commission today announced 
that the Honorable Thomas Flannery, U. S. District Judge 
for the United States District Court for the District of Colum- 
bia issued an Order permanently enjoining United Brands 
Company (“United Brands”) from violations of the antifraud 
and reporting provisions of the federal securities laws, with 
respect to unlawful payments to foreign governmental offi- 
cials, illegal foreign political contributions and the recording 
of any false or fictitious entries on the books and records of 
United Brands. United Brands consented to the issuance 

of the permanent injunction without admitting or denying 
the allegations of the Commission’s Complaint, which was 
filed on April 9, 1975. 


In addition to the entry of permanent injunction, certain 
ancillary relief was ordered by the Court and undertaken by 
United Brands including the following: 


1. An order requiring United Brands to correct and amend 
its annual and other periodic reports currently on file with 
the Commission in accordance with the provisions of the 
federal securities laws with respect to unlawful payments to 
officials and employees of foreign governments and unlawful 
foreign political contributions by United Brands. 


2. An order enjoining United Brands from making or caus- 
ing to be made, materially false or fictitious entries on 

its books and records, requiring the maintenance of ade- 
quate documents with respect to any unlawful payments 
to officials or employees of any foreign government and 
any unlawful political contribution and providing that 

the Commission shall have continuing access to such docu- 
ments. 


3. The Board of Directors of United Brands has created 
and will maintain a Sepcial Committee to investigate and 
report to the Commission, the Court and the United Brands 
Board of Directors on the matters contained in the Commis- 
sion’s Complaint, and all other payments from 1970 to 
date to officials and employees of foreign governments 
unlawful under the laws of the foreign countries invol- 

ved, and will investigate and report upon unlawful poli- 
tical contributions in any foreign country. The three 
members of this Special Committee are non-management 
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members of the Board of Directors. The procedures and 
methods utilized by the Special Committee and the Final 
Report shall be fully reviewed by Michael Sovern, Dean 

of the Faculty of Law of Columbia University, and the 
results of this review will be provided to the Commission. 
The Final Report of the Special Committee shall be sub- 
mitted to the Court, the Commission and the sharehold- 
ers of United Brands within 120 days indicating the results 
of the investigation and its opinion and recommendations 
regarding controls and procedures to be adopted in the 
future. In addition, the Board of Directors shall independ- 
ently review the Report and Findings and will take such 
action as it deems appropriate with regard to the find- 
ings and recommendations contained in the Report. 


The Commission will be provided access to all materials 
with respect to the matters investigated by the Special 
Committee. Furthermore, the Report shall be filed with 
the Commission as an exhibit to a Form 8-K filing. 


4. United Brands has undertaken that its Board of Direc- 
tors will adopt, within 60 days, implement and maintain 
a Statement of Policies and Procedures with respect to 
payments by United Brands to any official or employee 
of any government unlawful under the laws of the United 
States or any foreign country. 


5. United Brands has undertaken that notwithstanding 
any provisions contained in the final judgment of perma- 
nent injunction with respect to any unlawful expendi- 
ture of corporate funds to an official or employee of 
any foreign government which is material in nature, 
effect or amount to the business of United Brands, it 
will obtain the prior approval of the United Brands 
Board of Directors of the transaction and prior to en- 
tering into any such transaction publicly disclose the 
full details of the transaction, whether or not such 
details of the transaction are otherwise material, in a 
Current Report on Form 8-K filed with the Commission. 


The Commission reserves the right to seek such further 
relief as may be necessary or appropriate if it is not 
fully satisfied that United Brands has complied with 
and implemented the Court’s decree and xnited Brand’s 
various undertakings. 


The Commission’s Complaint alleged that United Brands 
violated the antifraud and reporting provisions of the se- 
curities laws by filing false and misleading reports with 
the Commission without disclosing that United Brands 
had effected improper cash payments to officials of cer- 
tain foreign governments. The Complaint alleged that 
United Brands failed to disclose a method of doing busi- 
ness whereby an arrangement was entered into, pursu- 
ant to which United Brands agreed to pay $2.5 million 
to high government officials of the Republic of Hon- 
duras in exchange for favorable action benefiting United 
Brands. Additionally, United Brands’ filings omit to dis- 
close that the company deposited $1.25 million in Swiss 
Bank accounts of designated government offici2!s of the 
Republic of Honduras in September of 1974 and has 
agreed to pay an additional $1.25 million in the spring 
of 1975. Further, the Complaint alleges that United 
Brands, by means of false entries on the books and re- 
cords of United Brands, caused to be disbursed approxi- 
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mately $750,000 in corporate funds over a five year 
period to officials of a foreign government in Europe. 


For further information concerning this litigation, see 
Litigation Release No. 6827. 





Litigation Release No. 7251A/January 26, 1976 


Richard M. Hewitt, Administrator of the Fort Worth Re- 
gional Office of the Securities and Exchange Commission, 
today announced the filing of a complaint in federal dis- 
trict court at Dallas, Texas on January 23, 1976 against 
Challenge Ministries, Inc., Challenge Homes, Inc., Chal- 
lenge Homes of the Dakotas, Inc., Assured Funds, Inc., 
Rev. Lowell D. Kramer, E. Veon Scott, Challenge Child 
Care Centers, Inc., Challenge Evangelism, Inc. and New 
Challenge Homes, Inc., all of Dallas, and Jesse A. Toavs 
of Lewisville, Texas. Challenge Homes, Inc., Challenge 
Homes of the Dakotas, Inc. and Assured Funds, Inc. were 
formerly located in Glenwood, Minnesota. 


The complaint (1) alleges violations of the-securities re- 
gistration and antifraud provisions of the federal securi- 
ties laws by Challenge Ministries, Inc., Challenge Homes, 
Inc., Challenge Homes of the Dakotas, Inc., Kramer, 
Scott and Toavs; (2) alleges violations of the antifraud 
provisions of the federal securities laws by Assured Funds, 
Inc.; and (3) seeks the appointment of a receiver for all 
of the corporate defendants including Challenge Homes, 
Inc., Challenge Ministries, Inc., Challenge Homes of the 
Dakotas, Inc., Assured Funds, Inc., Challenge Child Care 
Centers, Inc., Challenge Evangelism, Inc. and New 
Challenge Homes, Inc. 


All of the defendant corporations except Assured Funds, 
Inc. are organized as non-profit corporations which are 
engaged primarily in the operation of more than 40 
nursing homes in Texas, Minnesota, New Mexico, South 
Dakota, North Dakota, Louisiana, Florida and Arkansas. 


The cmplaint alleges that the violations occurred in con- 
nection with the offer and sale of debenture bonds, time 
payment certificates, and call payment certificates issued 
by Challenge Homes, Inc. and Challenge Homes of the 
Dakotas, Inc. to investors residing throughout the United 
States. 


Rev. Kramer, president and chairman of the board of di- 
rectors of Challenge Ministries, Inc. and other corporate 
defendants, is alleged to have caused the commingling 
and diversion of investors’ funds, as well as operating 
revenues of the defendant companies, for purposes un- 
related to the business of those companies. 


Specifically, according to the complaint, Kramer used 
Assured Funds, Inc. as a vehicle to invest funds belong- 
ing to Challenge Ministries, Inc. and the other non-profit 
corporations to make a series of unsuccessful investments 
in, or loans to, among other things, a pyramid vitamin- 
selling enterprise, a company selling hair treatment 
products, a consumer buying organization, a motor home 
manufacturing company, a panty hose store, a commer- 
cial collection agency and an aircraft leasing company. 
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The complaint further charges that Toavs, who has sold 


4 stantially all of the securities involved since 1971, mis- 


investors by telling them that the proceeds from the 
e of securities would be used to acquire or remodel 
nursing homes, when in fact, such proceeds have been 
used for general operations of the companies; stressing 
the existence of a so-called “‘bond reserve” which did not 
in fact exist; and failing to disclose the actual financial 
condition of the corporate defendants. 


Scott, a certified public accountant, is charged in the com- 


olaint with preparing certified financial statements for the 
Challenge Homes, Inc. and Assured Funds, Inc., which 

are false and misleading in, among other things, placing 
substantial value on investments which could not be 
realized and receivables which could not be collected, fail- 
ing to disclose Kramer’s self-dealing with the non-profit 
corporations, and failing to disclose the precarious finan- 
cial condition of the companies. 


As grounds for the request that a receiver be appointed, 
the complaint alleges that the corporate defendants, 
Challenge Ministries, Inc., Challenge Homes, Inc., 
Challenge Homes of the Dakotas, Inc., Assured Funds, 
inc., Challenge Child Care Centers, Inc., Challenge Evan- 
gelism, Inc. and New Challenge Homes, Inc., are insol- 
vent, unable to repay their obligations to investors, and 
delinquent in the payment of their trade accounts, and 
further alleges that the financial condition of the corpor- 
ate defendants is being concealed from investors. 


Federal District Judge William M. Taylor set January 28, 
76, at 10:00 a.m. as the date for a hearing on the Com- 





ment of a receiver. 





Litigation Release No. 7256/January 28, 1976 


SEC v. S. MORT ZIMMERMAN 
(DCDC Civ. Action No. 74-1711) 


The Commission announced that on January 27, 1976 


Judge John H. Pratt of the U. S. District Court for the Dis- 


trict of Columbia, after trial, issued Findings of Fact and 
Conclusions of Law and entered an order permanently 
enjoining S. Mort Zimmerman from violating the anti- 
fraud provisions of the Securities Acts and the reporting 
provisions of the Securities Exchange Act of 1934, and 
the rules and regulations promulgated thereunder. The 
permanent injunction arose from a complaint filed by the 
Commission against Zimmerman, Interstate General, Inc. 


(“Interstate’’), Savoy Industries, Inc. (““Savoy’’) and others 


alleging that Zimmerman was a member of a group that 
acquired control of Savoy, a company whose shares are 
traded on the American Stock Exchange. The Court 

found that Zimmerman was an undisclosed control per- 
son of Interstate, a company that acquired control of 
Savoy. The Court further found him, independent of his 
control of Interstate, to have been an undisclosed member 
of the group that acquired control of Savoy. The Court 


: mmission disclosing his role in the acquisition of con- 


“ Up fr Zimmerman to file an accurate report with the 


fol of Savoy. 


ssion’s motion for a preliminary injunction and appoint- 





Litigation Release No. 7253/January 28, 1976 


US v. DALTON C. SMITH, et al. 
(SD CA CR 74-2277-GT) 


Terry J. Knoepp, U. S. Attorney for the Southern Dis- 
trict of California, Michael DeFeo, Attorney in Charge 
of the Los Angeles Organized Crime Strike Force, and 
Gerald E. Boltz, Administrator of the Los Angeles Re- 
gional Office of the Securities and Exchange Commis- 
sion, announced that on Monday, January 19, 1976, 

U. S. District Court Judge Gordon Thompson, Jr., 
sentenced the following persons as a result of their con- 
victions in a prosecution based on fraudulent sales of 
stock of Patterson Corporation: 


Richard B. Anderson (of San Diego, California) - Three 
years imprisonment. (Convicted on six counts which 
counts alleged conspiracy, securities fraud under the 
Securities Act, and two counts each of selling unregis- 
tered securities and securities fraud under the Securi- 
ties Exchange Act.) 


Cleo H. Bullard (of Las Vegas, Nevada) - 18 months 
imprisonment. (Convicted on six counts which counts 
alleged conspiracy, securities fraud under the Securi- 
ties Aci, and two counts each of selling unregistered 
securities and securities fraud under the Securities Ex- 
change Act.) 


Larry A. Carr (formerly of Atlanta, Georgia) - 18 months 
imprisonment. {Convicted on two counts alleging con- 
spiracy and securities fraud under the Securities Act.) 


Both Bullard and Carr were ordered to be immediately 
remanded to the custody of the Attorney General to 
commence serving their sentences. Anderson is presently 
incarcerated on an earlier California State conviction and 
will commence his sentence in this case when that sen- 
tence is completed. All three defendants had been found 
guilty by a jury on December 10, 1975, following a trial 
which lasted fifteen weeks. 


Earlier, Edward A. Zuber, Costa Mesa, California, had 
been sentenced to serve five years in prison following 
his plea of guilty to one count of conspiracy to commit 
fraud in the sale of unregistered securities of Patterson 
Corporation. Lawrence D. Share, Coral Gables, Florida, 
had been sentenced to serve six months imprisonment 
in addition to a probationary period of five years follow- 
ing his plea of guilty to three counts of the indictment, 
which counts alleged conspiracy to fraudulently distri- 
bute unregistered stock, the sale of unregistered stock, 
and securities fraud under the Securities Exchange Act. 


All of the above defendants, in addition to Dalton Car! 
Smith, who died prior to trial of the case, were indicted 
in an 11-count indictment returned by a Grand Jury on 
November 21, 1974. Defendants Charles D. Linza and 
Joseph R. Merola, who were also named in the indict- 
ment, were found not guilty in the jury verdict returned 
on Decernber 10, 1975. 
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Litigation Release No. 7254/January 28, 1976 


SEC v. EDWARD M. GILBERT, et al. 
(SDNY 76 Civ 366) [IBW] 


William D. Moran, Administrator of the New York Re- 
gional Office of the Securities and Exchange Commission 
announced the filing on January 21, 1976 of a complaint 
in the U. S. District Court for the Southern District of 
New York against Edward M. Gilbert (“Gilbert”), an 
investor; James C. Couri (“Couri’’), an investor; John C. 
Revson (‘‘Revson’’), an investor; Ludwig J. Cserhat 
(“Cserhat’’), executive vice-president of Heine, Fishbein 
& Co., Inc., a broker-dealer registered with the Commis- 
sion and a member of the New York Stock Exchange and 
American Stock Exchange; Judson L. Streicher (“’Strei- 
cher”), a principal of J. Streicher & Co., a firm which 
acts as a specialist in securities traded on the New York 
Stock Exchange and the American Stock Exchange; 
Bank De L’Union Europeene En Suisse S.A., (“Bank 

De L’Union”’), a Swiss bank; Financiera Oriental S.A. 
(“Financiera’’), a Swiss bank; Axioma A.G. (““Axioma”’), 
a Swiss entity; Theodor Arnold (“‘Arnold”’), a principal 
of Axioma A.G.; The Turid Gilbert Trust, The Yolan 
Gilbert Trust and the Gilbert Trust, three trusts estab- 
lished for the benefit of Gilbert and his children; 

Robert L. Dudley (“Dudley”), an investor; Gerd En- 
terprises (““Gerd’’), a New York corporation; Lester 
Kerschner (“‘Kerschner’’), an investor and the treasurer 
of Gerd; Municiap! Street Sign Co., Inc. (“Municipal”’), 

a wholly owned subsidiary of Gerd; Alfonso Simon, Jr. 
(“Simon”), an investor; Greenell Corporation (““Green- 
ell’’) and Homestead Properties (‘‘Homestead”’). 


The complaint seeks injunctive relief against Gilbert, 
Couri, Revson, Cserhat, Streicher, Arnold, Axioma, 
Bank De L’Union, and Financiera from further viola- 
tions of the antifraud provisions of the Securities Ex- 
change Act of 1934 (“Exchange Act’’); injunctive 
relief against Gilbert, Couri, Revson, Streicher, Bank 
De L’Union, Financiera, Gerd, Dudley, Municipal, 
Greenell, Homestead, Kerschner, Simon and the three 
Gilbert trusts from further violations of the beneficial 
ownership reporting provisions of the Exchange Act; 
injunctive relief against Couri and Revson from fur- 
ther violations of the insider reporting provisions of 
the Exchange Act; and injunctive relief against Axi- 
oma, Arnold and Gilbert from further violations of 
the extension of credit provisions of the Exchange Act 
and the regulations promulgated thereunder by the 
Board of Governors of the Federal Reserve System. 


The complaint alleges that the defendants violated the 
federal securities laws in connection with their pur- 
chases and sales of the common stock of Conrac Cor- 
poration (“‘Conrac”), a company whose common 
stock is traded on the New York Stock Exchange 

and the Pacific Coast Stock Exchange. Those defend- 
ants charged with violations of the antifraud provi- 
sions are alleged to have manipulated the price of Con- 
rac, commencing in late 1974 and continuing to date, 
through a variety of schemes and devices, and a course 
of conduct which included prearranged trades, the 
placing of advancing bids for the purchase of Conrac 
shares, and the domination and control of the trading 
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market in Conrac. t 


The complaint further alleges that certain of the defend. # 
ants, acting as a group, failed to comply with the appro- 


I 
priate reporting provisions of the Exchange Act, after 
acquiring in excess of 5% of the outstanding common F 
stock of Conrac; and that Couri and Revson failed to I 
comply with the insider reporting requirements after 
acquring in excess of 10% of the outstanding common 
stock of Conrac. 





Finally, the Commission alleges that Gilbert, Axioma and 
Arnold engaged in a scheme to transfer shares owned by § 
certain of the defendants in margin accounts to a special 
omnibus account maintained by Axioma in order to ob- 
tain credit, in connection with their purchases of Conrac, 
in excess of the permissible limits. 


The Commission seeks, in its complaint, broad ancillary 
relief against Gilbert including an accounting, disgorge- 
ment and a continuing requirement that he report his 

purchases and sales of all securities to the Commission. 


Mr. Moran noted that none of the defendants are officers, 
directors or employees of Conrac nor did any of the 
defendants, in their wrongful conduct, act in concert 

or association with any officer, director or employee of 
Conrac. 


Mr. Moran also wished to acknowledge the assistance of 
the New York Stock Exchange in the Commission’s in- 
vestigation which preceded the institution of this action. 





Litigation Release No. 7255/January 28, 1976 


SEC v. REPUBLIC NATIONAL LIFE INSURANCE 
CO., et al. 
(USDC SDNY Civ 74 1097 (MP)) 


The Securities and Exchange Commission announced the 
entry by Judge Milton Plilack of the U. S. District Court 
for the Southern District of New York, of Final Orders 
against Phelim F. O’Toole, Jr., and Hilary H. Evers on 
November 17, 1975, pursuant to undertakings, and the 
entry, on December 3, 1975, of a Judgment of Perma- 
nent Injunction against Neal N. Stanley pursuant to 
Consent. In settling this action, the defendants neither 
admitted nor denied the allegations made in the Commis- 
sion’s complaint, which had been filed on March 8, 1974. 
The Commission’s Complaint, which sought injunctions 
against 15 defendants, including Evers, O’ Toole, and 
Stanley, to enjoin violations of the antifraud provisions 
of the Securities Exchange Act of 1934 alleged a scheme 
Participated in by Republic National Life Insurance Co., 
Realty Equities Corporation of New York, the three 
above-named persons and others in which Republic was 
alleged to have injected additional cash into Realty and 
made additional loans to Realty to enable Realty to 
pay Republic on numerous obligations owing to Repub- 
lic. O’Toole and Evers had been charged with providing 
Republic with false, misleading and inflated appraisals 
of certain real properties involved in Republic - Realty 
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transactions.Stanley, a vice president and actuary of Re- 
blic, had been charged with signing, in 1971, an 
tuarial Certification to Financial Statement of Repub- 
ic which were alleged to be false misleading. 


For further information see Commission Litigation Re- 
lease No. 6273. 
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STAFF ACCOUNTING BULLETIN 
Release No. 4/January 29, 1976 


The Division of Corporation Finance and the Office of 
the Chief Accountant today announced the publication 
of Staff Accounting Bulletin No. 4. The statements in 
the Bulletin are not rules or interpretations of the Com- 
mission nor are they published as bearing the Commis- 
sion’s official approval; they represent interpretations 
and practices followed by the Division and the Chief 
Accountant in administering the disclosure requirements 
of the federal securities laws. 


In December 1975, the American Institute of Certified 
Public Accountants Committee on SEC Regulations 
sent a letter to the Chief Accountant which identified 


reporting by Real Estate Investment Trusts. This letter 
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summarizes topics which were discussed at a meeting 
which took place earlier in 1975 between a task force 

of this committee and the staff and states the position 
of the task force on certain issues. The Committee’s 
letter and the response of the Chief Accountant are 
reproduced in this Staff Accounting Bulletin. At the 
time the two indices to the Staff Accounting Bulletins 
are next updated, these interpretations will be incorpor- 
ated into Topic 7—“‘Real Estate Companies.” 


TOPIC 7: REAL ESTATE COMPANIES 


F. Disclosure and Reporting by Real Estate Investment 
Trusts 


General Facts: 


Over the past several months many significant questions 
have been raised with respect to appropriate disclosure 
and accounting practices for Real Estate Investment 
Trusts (REITs). On June 27, 1975, the Accounting 
Standards Division of the American Institute of Certi- 
fied Public Accountants issued “Statement of Position 
on Accounting Practices of Real Estate Investment 
Trusts” (known as SOP 75-2). Since that time a special 
REITs Task Force of the AICPA Committee on SEC 
Regulations has met twice with the Chief Accountant 
and others on the staff to discuss the application of 
SOP 75-2 and other issues related to REITs disclosures 
|and accounting. The results of these meetings are sum- 
marized in the December 12, 1975 letter from the 


AICPA Committee on SEC Regulations and the January 
9, 1976 response from the Chief Accountant. These 
letters are reproduced in this Staff Accounting Bulletin. 


December 12, 1975 


Mr. John C. Burton, Chief Accountant 
Securities and Exchange Commission 
500 North Capitol Street 

Washington, D. C. 20549 


Dear Mr. Burton: 


Disclosure and Reporting by Real Estate 
Investment Trusts 


At its meeting on August 26, 1975, the AICPA Committee 
on SEC Regulations discussed various problems that regis- 
trants and their independent accountants have had with 
regard to disclosures suggested by the SEC staff in connec- 
tion with REIT filings. The Committee asked that | appoint 
a special Task Force of REIT practitioners (Messrs. James 
J. Klink, Henry J. Murphy and William T. Ward) to con- 
sider the various matters and discuss them with the SEC. 

| have attended two meetings of the Task Force with you 
and your associates and there have been other discussions 
from time to time. 


The purpose of this letter is to identify the areas of con- 
cern to the Committee, summarize some of the more im- 
portant parts of our discussions, and state why the Task 
Force believes certain of the disclosures requested by the 
SEC staff to be impracticable or unnecessary. 


Disclosure of Additional Information Regarding the Allow- 
ance for Possible Losses 


Requests by the SEC staff for additional information re- 
garding the allowance for possible losses have included: 


a. The amount representing the cost of money element 
included in the allowance for possible losses. 


b. Dollar amount of investments to which a discount 
factor was applied. 


c. The time frame over which the investments in b. above 
have been “discounted” in arriving at the allowance for 
possible losses. 


d. The time frame when existing investments will be re- 
paid to the trust. 


We understand that these specific types of disclosure 
were among those considered and rejected by the task 
force that developed the “Statement of Position on 
Accounting Practices of Real Estate Investment Trusts” 
(hereinafter referred to as “SOP 75-2") issued by the 
Accounting Standards Division of the American Institute 
of Certified Public Accountants on June 27, 1975. That 
task force concluded that any breakdown of the various 
components of the allowance would be in direct conflict 
with the overriding objective clearly enunciated in SOP 
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75-2 that the method of providing for losses should result 
in an allowance which is, in the aggregate, reasonable in 
the context of the financial statements taken as a whole. 
The Accounting Standards Executive Committee of the 
Accounting Standards Division concurred with this con- 
clusion. 


Furthermore, we understand that the SEC staff believes 
the components of the allowance for possible losses 
(i.e., cost of money, operating deficits, etc.) should also 
be disclosed. The Task Force believes such disclosure 
would not be meaningful for the reasons discussed pre- 
viously. In addition, there are some who believe that 
such breakdown cannot be made in many cases because 
of the methods (which may include averaging, for ex- 
ample) used by registrants in determining their allow- 
ance for possible losses. 


All of us agreed that adquate disclosure regarding the 
allowance for possible losses is of paramount import- 
ance to existing and potential investors, as well as 
creditors, of REITs. 


During the past year or so there has been a significant 
change in the industry and, as a result, there has been 
a significant increase in the amount of disclosure pro- 
vided by most registrants. The present practice of most 
trusts has been to include a summary of its Investments 
in the annual report. Such summary is generally made 
by type and number of loans, by type and number of 
properties and by geographical location. The details of 
this summarized information are required under Rules 
12-42 and 12-43 to be included in schedules in filings 
with the SEC. Further, as stated in SOP 75-2, the in- 
vestments should be presented on the face of the bal- 
ance sheet as follows: 


Loans earning 
Loans non-earning 
Foreclosed properties held for resale 


Disclosure of maturity dates, as required in SEC filings 
in Schedule XVIII, is believed to be meaningful when 
the investments consist mostly of loans that are in the 
earning category. However, where a substantial portion 
of the investments are in foreclosure or are in the non- 
earning category, a position many trusts are in today, 
such original or extended maturity dates are no longer 
meaningful. Under these circumstances, the estimated 
recovery date is no longer contractually fixed but rather 
is based on estimates of future events. Further, it 
should be understood that, in many cases, construction 
and development loans do not have permanent take- 
outs and recovery may be dependent on the availability 
of external financing. In view of the many estimates as 
to future events, as indicated above, the Task Force 
believes disclosure of the details of these estimates by 
years could very well give the reader an erroneous im- 
Pression of precision. 


The Task Force appreciates the view that the recovery 
of non-earning loans and foreclosed properties held 
for resale will provide funds for use by the trust and 
that present and prospective investors may be inter- 
ested in knowning when cash flow will be available 
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for distribution to shareholders. However, cash flow in 
these cases is not likely to go to the shareholders but will 


undoubtedly go to the lenders in payment of interest and 9 
vi 


reduction of principal. Revolving credit agreements gen- 
erally restrict both new investments and payment of | 
dividends and the Task Force believes disclosure of these | 
restrictions is of much greater significance. 


Separate Disclosure of that Portion of the Allowance for 
Possible Losses Applicable to Real Estate Loans and that 
Portion Applicable to Foreclosed Properties Held for Re- 
sale 


As we discussed, SOP 75-2 provides for the presentation 
of earning loans, non-earning loans and foreclosed pro- 
perties held for resale, the aggregate of which is associated 
with the total allowance for possible losses. That is, SOP 
75-2 does not require that the several segments of the 
allowance be set forth separately in the balance sheet and 
associated with the particular investment categories to 
which the segments relate. Instead, the allowance for 
losses is to be presented as a deduetion from the total 

of all assets to which it relates. Breaking down the allow- 
ance for possible losses into various segments would be 
contrary to the philosophy expressed in SOP 75-2. The 
Task Force pointed out that a registrant may elect to 
pursue different courses of action (i.e., foreclose or not 
foreclose) for each problem loan based on good business 
or legal reasons unrelated to the substance of the REIT’s 
position, the different actions often depending to a targe 
extent on differences in various state laws. Accordingly, 
the classification between non-earning loans and fore- 


closed properties held for resale is frequently dependent (\ | 


on factors not relevant to the determination of an appro- 
priate overall allowance for possible losses. In this re- 
gard, SOP 75-2 focused on the total portfolio and requires 
a REIT to evaluate all of its investment portfolio in a 
consistent manner, regardless of the balance sheet classi- 
fication as earning, non-earning or foreclosed property 
held for resale. The Task Force Believes, therefore, that 
it is appropriate to show the allowance for possibie losses 
in total. It believes that this represents adequate disclo- 
sure in keeping with the philosophy expressed in ASR 
166. 


Stating Real Estate Acquired by or in Lieu of Foreclosure 
at Estimated Fair Value 


Some SEC letters of comment have suggested that fore- 
closed properties be valued at “estimated fair value”. 
The Task Force believes that foreclosed properties held 
for resale should be valued at “net realizable value” in 
keeping with the requirements of SOP 75-2. 


Depreciation on Foreclosed Properties Being Held for 
Resale 


Although SOP 75-2 does not deal specifically with the 
question of depreciation on foreclosed properties being 
held for resale, it does require that an individual evalua- 
tion of loans and foreclosed properties held for resale 
be made as of the close of all annual and interim report- 
ing periods. It is our understanding that the SEC staff 
agrees that depreciation need not be charged when fore- 
closed properties are held for resale and are valued at 
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“estimated net realizable value”. 


isclosure of Federal Income Tax Status of Distributions 
yer Share 


Almost all registrants (whether reporting on a fiscal year 
or calendar year basis) mail annual reports and have fil- 
ings with the Commission well before Federal income 
tax returns are filed. The tax status of distributions to 
shareholders is determined based on the Federal income 
tax return and not on the annual financial statements. 
Because of timing differences and other reasons, the 
registrant is not usually in a position to determine the 
tax character {i.e., ordinary income, capital gain and/or 
return of capital) of distributions to shareholders until 

a later date and, accordingly, the information is rarely 
available at the time the annual report on Form 10-K 

is required to be filed with the SEC. 


In view of these circumstances, the Task Force believes 
REITs should not be requested to disclose the Federal 
income tax status of distributions per share. 


Disclosure of Interest Earned but not Accrued 


This question involves the dislcosure of interest earned 
(legally) on investraents but which has not been 
accrued by the registrant because of doubt as to its 
collectibility. Practice in this area has been somewhat 
divergent and many feel that disclosure of this ‘‘con- 
tingent asset” is misleading because it implies that 

the earned but not accrued interest will be collected. 
On the other hand, many registrants feel that such 
nterest should be disclosed because there is a legal 
right to collect the interest (except in certain cases). 
The Task Force believes this disclosure should be dis- 
couraged and if a registrant chooses to disclose such 
information, it should be disclosed in a footnote 
along with an adequate description of the uncer- 
tainties about ultimate collectibility. 


Disclosure of Interest Accrued and Unpaid on Non- 
Earning Loans 


Although the Task Force had no real objection to dis- 
closure of the amount of interest accrued and unpaid 
on loans classified as non-earning, it was pointed out 
that this accrued interest is a very minor portion of 
the assets of REITs and would rarely, if ever, be ma- 
terial in a particular situation. Also, this accrued in- 
terest is reviewed in connection with the adequacy 

of the overall allowance for possible losses and is 
deducted from the amount of total investments, 
which amount includes the interest accrued and un- 
paid on non-earning loans. 


In view of the fact that SOP 75-2 now sets forth more 
specific guidelines about when a REIT should discon- 
tinue the accrual of interest, the amounts are expect- 

ed to be even less material in the future. 


Auditors’ Use of “Subject to’ Opinions Regarding 
Collectibility of Investments 


In a few cases, questions have been raised regarding the 


appropriateness of independent auditors expressing ‘‘sub- 
ject to” opinions with regard to collectibility of invest- 
ments and it has been suggested that the financial state- 
ments should be revised to include the necessary allow- 
ance for possible losses in order for the independent 
auditor to remove the qualification from his opinion. 


Apparently there have been some problems with the 
specific wording of some accountants’ reports along these 
lines, but the Commission’s staff does appreciate the pe- 
culiar problems of the REIT industry and recognizes that 
“subject to” opinions are appropriate in some cases based 
on the specific facts and circumstances involved. On the 
other hand, a “subject to” opinion is not a substitute for 
recording an appropriate allowance for possible losses. 


Separate Line Item on the Balance Sheet for Mortgage 
Loans Receivable Made in Participation with Sponsor- 
ing Organization 


There was general agreement that any participation loans 
with the advisor should be disclosed in the footnotes and 
that separate line item presentation on the balance sheet 
was not necessary. 


Other Matters 


The SEC staff expressed its concern regarding transactions 
with, and support provided by, the advisor. There was 
also some discussion of “swap programs” (trading of 
existing trust assets in payment of outstanding bank 
debt) which may involve some or all of the trust lenders, 
including lenders affiliated with the trust’s advisor. The 
disclosure and reporting questions raised by these types 
of situations involving transactions with non-sahreholders 
are expected to be resolved, at least in part, by the Fi- 
nancial Accounting Standards Board in a statement re- 
lating to “Restructuring of Debt in a Troubled Loan 
Situation.” 


A question was raised about the relationship of Account- 
ing Series Release No. 163 to the “discounting” concept 
in SOP 75-2. It is our understanding that the Commission 
does not consider the “discounting” requirements under 
SOP 75-2 to be of the same nature as the capitalization 

of interest problem dealt with in ASR 163 and, according- 
ly, the specific reporting and disclosure requirements of 
ASR 163 are not applicable. 


In view of the publicity regarding SOP 75-2 and the re- 
sistance of some members of the REIT industry, we dis- 
cussed the adoption of the requirements of SOP 75-2 

in practice. The Task Force understands that the account- 
ing firms auditing the vast majority of REITs are requiring 
compliance with SOP 75-2 by their clients because it is 
the most authoritative accounting literature available on 
the subject. That being the case, failure to comply with 
SOP 75-2, assuming materiality, would result in an ex- 
ception with respect to generally accepted accounting 
principles in the reports of those accounting firms. We 
understand that the Commission has traditionally not 
viewed an accountants’ report containing a qualification 
relating to the application of generally accepted account- 
ing principles as acceptable in complying with its rules. 
We understand that you see no reason to make an 
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exception in this case. 
Yours very truly, 
(Signed) Thomas L. Holton 


Thomas L. Holton, Chairman 
AICPA Committee on SEC Regulations 


* . * * 


January 28, 1976 


Mr. Thomas L. Holton, Chairman 
AICPA Committee on SEC Regulations 
1211 Avenue of the Americas 

New York, New York 10036 


Re: Disclosure and Reporting by Real Estate Investment 
Trusts 


Dear Mr. Holton: 


This letter is in response to your letter dated December 
12, 1975 in which the positions and observations of the 
specially appointed Task Force of REIT practitioners 
were set forth. That letter followed recent meetings and 
discussions between members of the special Task Force 
and members of the Commission’s staff at which certain 
disclosure and reporting practices in the REIT industry 
were discussed. | am pleased to furnish the following 
comments. 


Disclosure of Additional Information Regarding the 
Allowance for Possible Losses 


Because of the economic conditions which exist cur- 
rently in the real estate industry, the process of deter- 
mining the allowance for possible losses as contemplated 
by SOP 75-2 necessitates the use of numerous assump- 
tions and the reliance on many estimates and indicators 
of value. As a consequence, the determination of the 
allowance for possible losses is necessarily a very im- 
precise determination. 


As critical measurement processes become less precise 
and more subjective, traditional disclosure must be 
expanded and specificity must replace generality. It is 
only in this way that investors are able to adequately 
appraise economic changes as they occur, make mean- 
ingful comparisons and understand the character of 
the changes which take place within the reporting en- 
tity and the industry of which it is part. 


As noted in your !etter, it has been a practice of the 
staff to request disclosure of the cost-of-money element 
included in the allowance for possible losses. The cost- 
of-money element was singled out because it appeard 
to represent the principal part of the carrying costs in- 
cluded in the allowance for possible losses. It now ap- 
pears that there are other important elements which 
enter into the computation of the allowance. 


Therefore, the staff believes that registrants should 
describe and quantify each of the material elements 
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included in the calculation of the allowance amount at 
the date of each balance sheet required. Generally, the 
elements considered in the calculation of the allowance 
amount include (a) the excess or deficiency of the esti. © 
mated selling price over the sum of (i) the carrying value 
of the investment at the balance sheet date, (ii) the esti- 
mated cost to complete and (iii) selling commissions and 
other costs directly related to the sale of the investment; 
(b) cash deficiencies (excessses) from operations (includ- 
ing holding costs other than interest on non-operating 
properties) during the holding period; and (c) estimated 
interest (cost of money) which will be incurred during 
the expected holding period, imputed at the average cost | 
of all capital (debt and equity) employed by the regis- 
trant. If, under very unusual factual circumstances, the 
registrant and their independent accountants conclude 
that such a breakdown is misleading or not practicable, | 
the reasons for this conclusion and proposed alternative 
disclosures should be submitted to the staff. 
| 
Management should furnish in its discussion and analysis 
of the summary of operations a description of the reasons 
for changes in the allowance, including when appropriate, 
a discussion of the changes in each major portfolio in- 
vestment. In addition, a reconciliation of the allowance 
account balance at the beginning and end of each period 
for which income statements are provided should be in- 
cluded in the notes to the financial statements or else- 
where. This should include information as to the account: 
ing treatment and amounts of all charges and credits 
relating to cost-of-money calculations. 


The rate used to compute the:cost-of-money element 
should be stated in a note to the financial statements. ‘| 
The notes to the financial statements should also indi- 
cate the expected holding period assumed in connection 
with the calculation of the required allowance for pos- 
sible losses showing the amounts of investments expected 
to be sold or otherwise realized in each future twelve- 
month period. 


Separate Disclosure of that Portion of the Allowance for 
Possible Losses Applicable to Real Estate Loans and that 
Portion Applicable to Foreclosed Properties Held for Re- 
sale 


It has been the practice of REITs to determine the level 
of the allowance for possible losses on an overall (total 
portfolio) basis without attribution to particular cate- 
gories of mortgage loans or foreclosed properties. The 
individual evaluation method embraced by SOP 75-2 
provides for a loan-by-loan, property-by-property 
approach to any provision for estimated loss included in 
the allowance account. Therefore, the portion of the 
allowance for possible losses which is attributed to each 
investment category (e.g., mortgage loans receivable and 
properties acquired, or in process of being acquired, by 
or in lieu of foreclosure) is readily available and should 
be disclosed in the balance sheet or in a note to the fi- 
nancial statements. 


The staff recognizes that SOP 75-2 does not require 
attribution of the allowance for possible losses to the 
different segments of the investment portfolio. How- 
ever, such information is complementary to and > 
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consonant with the requirements stated in footnotes 5 
d7 of Rules 12-42 and 12-43, respectively, of Regula- 
on S-X, and although it expand the disclosures speci - 

fied in SOP 75-2, the additional information is not in 

conflict therewith. 


Stating Real Estate Acquired by or in Lieu of Foreclo- 
sure at Estimated Fair Value 


The term “estimated fair value” as used in staff comment 
letters was not intended to infer that foreclosed proper- 
ties held for resale be stated on a current-liquidation- 
value basis. We concur with the views expressed in SOP 
75-2 that the estimated net realizable value is a reason- 
able basis of valuation for such foreclosed properties 

at this time, and that the estimated net realizable value 
contemplates the estimated selling price a property will 
bring if exposed for sale in the open market, allowing 
areasonable time to find a purchaser. We believe, how- 
ever, that a disposition program would generally not 
exceed a five year period, and that the assumption as 

to disposition should be stated in the financial state- 
ments. 


Depreciation on Foreclosed Properties Being Held for 
Resale 


The SEC staff will not object if depreciation is not pro- 
vided on foreclosed properties held for resale if such 
properties are valued at estimated net realizable value 
as contemplated by SOP 75-2 and the property is new 
~r new in use to the registrant and has been held for a 
eriod not in excess of twenty-four months from the 
date construction was substantially complete. 


Disclosure of Federal Income Tax Status of Distribu- 
tions per Share 


For federal income tax purposes, distributions made 
by REIT’s are not equivalent to dividends paid by 
corporations. Dividends by most corporations are 
reported by recipients as dividend income (subject 

to exclusions or dividends received deductions) or 
return of capital. Distributions made by REIT’s are 
reportable as ordinary income, capital gain or return 
of capital. The income tax status of the distributions 
is relevant information and should be stated in a man- 
ner consistent with Instruction 4 to Item 6 of Form 
$11. If the financial statements are published prior 
to the time that the income tax status of the distribu- 
tions is determined, registrants should state such in- 
formation as is currently available relative to the cur- 
rent year and state the income tax status for earlier 
reported years. 


Disclosure of Interest Earned but not Accrued 


Since the determination of when the accrual of inter- 
est should be discontinued is subjective, and interest 
revenue recognition practices are not uniform among 
REITs, investors may be better able to distinguish 
between the attributes of one trust versus another if 
‘he amount of earned but unrecognized interest re- 
senue is stated. Of course, interest earned but not 





accrued on an investment valued on the basis of the esti- 
mated net realizable value of the underlying real proper- 
ty is not relevant information in the absence of both a 
right and an expectation to proceed successfully against 
other assets of the builder/developer or a guarantor 
since such amounts could not be realized without such 
actions. Disclosures relating to such interest earned but 
not recognized which is in the nature of a contingent 
asset may be useful information and we would not dis- 
courage managements from stating such amounts, with 
appropriate caveats as to the nature of such, in the 
notes to financial statements. 


Disclosure of Interest Accrued and Unpaid on Non- 
Earning Loans 


If amounts included in accrued interest receivable are 
subject to doubt as to realization, we believe the 
amounts should be reversed or written off. We would 
not, therefore, normally expect to see the allowance 
for possible losses associated with accrued interest re- 
ceivable in the financial statements. If the note relating 
to accounting policies clearly states that the foregoing 
practice is followed, we believe that interest accrued 
on doubtful loans need not be stated separately. How- 
ever, accrued interest receivable should be stated 
separately in the balance sheet, and we would raise 
questions and possibly request additional disclosures 
if the accrued interest amounts seem disproportion- 
ately large. 


Auditor’s Use of “Subject To” Opinions Regarding 
Collectibility of Investments 


The current economic conditions in the real estate 
industry are such that an unusual number of quali- 
fied opinions have been included in filings under 

the Securities Exchange Act of 1934. The staff has 
historically been reluctant to accept opinions quali- 
fied as to uncertainty in connection with receivable 
portfolios. Under current conditions, however, the 
staff believes that qualified opinions may be appro- 
priate where the disclosures in the financial state- 
ments of REITs reflect major and unusual economic 
uncertainties, and under such circumstances, the staff 
will not raise questions as to such auditors’ reports. 
In other cases, however, the staff may continue to 
raise questions in this regard and may request addi- 
tional information on a supplemental basis. 


Other Matters 


Your understanding that the Commission does not 
consider the carrying cost approach (which includes 
an element for the cost-of-money) to estimated net 
realizable value determinations under SOP 75-2 to 
trigger the requirements of Accounting Series Re- 
lease No. 163 is correct. 


You are correct in your understanding that the Com- 
mission will not accept auditors’ reports taking ex- 
ception to accounting principles used which are 
other than those set forth in SOP 75-2 as satisfying 
our requirements for certified financial statements. 
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This is consistent with our long standing policy not to 
accept opinions qualified as to the acceptability of 
the accounting principles used. 

Sincerely, 


(Signed) John C. Burton 


John C. Burton 
Chief Accountant 
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tion of information by such agencies.” In view of such 
findings, Congress passed the Privacy Act. the purpose 
of which was “to provide certain safeguards for an in- 
dividual against an invasion of personal privacy” by 
imposing certain requirements on Federal agencies.” 


It should be noted that the term “‘individual,’’ as used in 
the Privacy Act. is defined to mean “a citizen of the 
United States or an alien lawfully admitted for permanent 
residence,” 5 U.S.C. 552a(a)(2). In distinguishing be- 
tween the applicability of the Act to individuals but not 
to corporations, the Report on the Senate version of the 
Act stated: 


“This term [individual] is used instead of the term 
‘person’ throughout the bill in order to distinguish 
between the rights which are given to the citizen 
as an individual under this Act and the rights of 
Proprietorships, businesses, and corporations 
which are not intended to be covered by this 
Act." 


As a consequence, it is clear that the Congress did not 
intend in the Privacy Act of 1974 to provide a corpora- 
tion the right. as is provided in 5 U.S.C. 552a(d)(1) for 
individuals, to gain access to records pertaining to it 
which are maintained by Federal agencies. 


Even assuming that a corporation was entitled to gain 
access to records pertaining to it under the Privacy Act, 
Chemex Corporation's instant request would be denied 
on the ground that the records to which it seeks to 
gain access are contained within systems of records 
which have been exempted from the disclosure provi- 
sions of the Privacy Act pursuant to Commission Regula- 
tion 17 C.F.R. 200.312(a). See /n the Matter of 
Requests of Charles E. Hamilton, John L. Larsen, and 
Emery Tomlinson, Privacy Act Release No. 2 (February 
3, 1976). 


in addition, the Commission recognizes that even if a 
request were to be made pursuant to the Freedom of 
Information Act. 5 U.S.C. 552, by a Chemex officer or 
director on behalf of Chemex Corporation for the Com- 
mission's records pertaining to it which were compiied 
in the course of a non-public Commission investigation, 
such a request properly should be denied on the basis of 
Exemption 7 of the Freedom of Information Act which 
exempts from disclosure investigatory records com- 
piled for law enforcement purposes the disclosure of 
which would interfere with enforcement proceedings. 

5 U.S.C. 552(b)(7)(A). 


Accordingly, IT IS ORDERED that the request of Chemex 
Corporation for access to records pertaining to it which 
were compiled in the course of a certain non-public 
investigation be, and it hereby is, denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





2 Section 2(a)(1). (4) and (5) of the Privacy Act. 
3 Section 2(b) of the Privacy Act. 


*S. Rep. No. 93-1183, 83d Cong., 2d Sess., p. 79 
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PRIVACY ACT 





PRIVACY ACT 
Release No. 2/February 3, 1976 


In the Matter of Requests of 


CHARLES E. HAMILTON, 
JOHN L. LARSEN, and 
EMERY TOMLINSON 


pursuant to the Privacy Act for access to 
investigatory records 


ORDER AFFIRMING DENIAL OF REQUEST 


On November 24, 1975, the Commission received the 
requests of Charles E. Hamilton, John J. Larsen and 
Emery L. Tomlinson, made pursuant to the Privacy Act 
of 1974, each of which sought “access to all records 
and information which the Commission has pertaining 
to him.” Subsequently, on December 2, 1975, counsel 
for the above-named individuals limited these requests 
to include only the records compiled in the course of 
a non-public Commission investigation. By letter of 
December 4, 1975, the Commission's Privacy Act 
Officer denied these requests on the ground that the 
records sought are exempt from disclosure as investi- 
gatory material compiled for law enforcement purposes. 
On December 18, 1975, the Commission received the 
appeals of Charles, E. Hamilton, John L. Larsen and 
Emery Tortinaon from the Privacy Act Officer's denial of 
their requests for access to certain investigatory records 
pertaining to them. The Commission has reviewed the 
Privacy Act Officer's determination denying access to 
the investigatory records sought and has decided to af- 
firm that determination. 


The Privacy Act of 1974 provides, among other things, 
an individual’ with the right to gain access to records 
or information pertaining to him which are maintained 
by Federal agencies, 5 U.S.C. 552a(d)(1).? This right to 
access to records is limited, however, by the exemptive 
provisions of the Privacy Act,? including subsection (k)(2) 
which provides in pertinent part: 








"See 5 USC. 552a(a)(2) and /n the Matter of Request 
of Chemex Corporation, Privacy Act Release No. 1 
(February 3, 1976). 


? Subsection (d)(1) of section 552a provides: 


“(d) Access to Records - Each agency that main- 
tains a system of records shall-(1) upon request 
by any individual to gain access to his record or 
to any information pertaining to him which is con- 
tained in the system, permit him and upon his 
request, a person of his own choosing to ac- 
company him, to review the record and have a 
copy made of all or any portion thereof in a form 
comprehensible to him, except that the agency 
may require the individual to furnish a written 
statement authorizing discussion of that indi- 
vidual’s record in the accompanying person's 


35 U.S.C. 552a(j) and (k). 
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“(k) Specific Exemptions - The head of any agency 
may promulgate rules ...to exempt any system 
of records within the agency from subsections 
...(d)... of this section if the system of records 
IS— 


... (2) investigatory material compiled for 
law enforcement purposes... Provided, 
however, That if any individual is denied 
any right, privilege, or benefit that he would 
otherwise be entitled by Federal law, or for 
which he would otherwise be eligible, as a 
result of the maintenance of such material, 
such material shall be provided to such in- 
dividual, except to the extent that the dis- 
closure of such material would reveal the 
identity of a source who furnished informa- 
tion to the Government under an express 
promise that the identity of the source 
would be held in confidence, or, prior to 
the effective date of this section, under an 
implied promise that the identity of the 
source would be held in confidence.” 


Pursuant to the authority conferred upon him by section 
(k) of the Privacy Act, the Chairman, with the concur- 
rence of the Commission, exempted certain specified 
systems of records,‘ as set forth in 17 C.F.R. 200.312(a), 
from certain enumerated sections of the Privacy Act, 
including section {d) of the Act.® 


Assuming without conceding that the records to which 
access has been requested by Messrs. Hamilton, Larsen 
& Tomlinson are within the scope of the Privacy Act, the 
Commission has determined that these records are 
contained within systems of records which have been 
exempted from certain enumerated provisions of the 
Privacy Act, including section (d) of the Act. See 17 
C.F.R. 200.312(a). As a consequence, the Commission 
has decided to deny access to these records. 


In addition, the Commission has considered the assertion 
by counsel for Messrs. Hamilton, Larsen & Tomlinson 
that the (k)(2) proviso clause quoted above requires dis- 
closure of the records to which access is sought. In this 
regard, counsel has stated “due process is, of course, a 
Federally guaranteed right’ and that “basic due process 
requires that those persons [against whom litigation 
has been recommended] have the opportunity to defend 
themselves at every stage of the proceedings.” 


As noted above, the (k)(2) proviso clause requires that if 
an individual is denied any right, privilege or benefit that 
he would otherwise be entitled by Federal law as a re- 





‘The term “system of records” is defined in 5 U.S.C. 
552a(a)(5). On August 27, 1975, the Commission pub- 
lished ninety-nine (99) systems of records in the Federal 
Register as required by 5 U.S.C. 552a(e)(4). See 40 
F.R. 39253-39319. 


°On September 19, 1975, the Commission announced 
in Securities Act Release No. 33-5619 the promulga- 

tion of exemptions from the Privacy Act of 1974, which 
became effective on September 27, 1975. See also 40 
F.R. 44072. 


sult of the maintenance of certain records, then he must 
be provided access to such records. Implicit in counsel's 
contention is the premise that failure to provide access 
to the records requested will constitute a deprivation 
of his clients’ right to due process of law. It should be 
noted, however, that the Office of Management and 
Budget in discussing subsection (k)(2) of the Privacy 
Act in its Privacy Act Guidelines® stated that: 


“ “due process’ in both civil action and criminal 
Prosecution will assure that individuals have a 
reasonable opportunity to learn of the existence 
of, and to challenge, investigatory records which 
are to be used in legal proceedings.”’’ 


In the Commission's opinion, since Messrs. Hamilton, 
Larsen and Tomlinson have not been denied “any right. 
privilege, or benefit” which they would otherwise be en- 
titled by Federal law as a result of the maintenance of the 
records requested which are within the exempted sys- 
tems of records, the (k)(2) proviso clause does not re- 
quire that these individuals be granted access to the 
records requested. 


Accordingly, IT IS ORDERED that the requests of 
Charles E. Hamilton, John L. Larsen, and Emery 
Tomlinson for access to records pertaining to them con- 
tained in certain systems of records, as described 
above, which are exempt from the disclosure provisions 
of the Privacy Act be, and hereby are, denied. 


By the Commission 


George A. Fitzsimmons 
Secretary 





® Congress specifically directed the Office of Manage- 
ment and Budget to promulgate guidelines and regula- 
tions for use by agencies in complying with certain 
provisions of the Privacy Act. See Section 6(1) of the 
Privacy Act. These guidelines are published in 40 
Federal Register, p. 28949-28978 (July 9, 1975). 


7 Id. at 40 F.R. 28973. 
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SECURITIES ACT OF 1933 
Rel. No. 5672/January 30, 1976 


TEMPORARY SUSPENSION OF THE REGULATION B 
EXEMPTION OF TRI-STATE OIL & GAS, INC. 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation B exemp- 
tion from registration under the Securities Act of 1933 
with regard to the public offering of fractional undivided 
interests in oil and gas leases in the following Tri-State 
Oil & Gas, Inc. (Tri-State) offerings: 
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Tri-State Oil & Gas, Inc.—P. H. Pace No. 1. (20- 
2055A7): Tri-State Oil & Gas, Inc.—Libb Wallace #1 
(20-2055A19): Tri-State Oil & Gas, Inc.—#1 Sirios 
Brothers (20-2055A27): Tri-State Oil & Gas, Inc.— 

F. R. Wittig No. 1 (20-2055A29); Tri-State Oil & Gas. 
inc.—Bell Berman #3 (20-2055A30): Tri-State Oil & 
Gas, Inc.—Bell Berman #4 (20-2055A31); Tri-State 
Oil & Gas, Inc.—Tri-State #1 Wallace-Bassett (20- 
2055A32): Tri-State Oil & Gas, Inc.—W. R. McGuire 


#3 (20-2055A33): Tri-State Oil & Gas. Inc.—P. H. Pace #5 


(20-2055A34); Tri-State Oil & Gas, Inc.—Tri-State 
Henderson #1 (20-2055A35):; Tri-State Oil & Gas, Inc.— 
Tri-State R. E. McMillian #2 (20-2055A36); Tri-State 
Oil & Gas, Inc.—Tri-State Sirios Brothers #2 (20- 
2055A37): Tri-State Oil & Gas.Inc.—Tri-State #1 Sirios- 
United Bank (20-2055A38); Tri-State Oil & Gas, Inc.— 
Tri-State #1 Hunt Ranch (20-2055A39): Tri-State Oil 
& Gas, Inc.—Tri-State No. 1 Barrett (20-2055A40): 
Tri-State Oil & Gas, Inc.—Tri-State Lovercheck No. 1 
(20-2055A41): Tri-State Oil & Gas, Inc.—Tri-State No. 
2 Wallace (20-2055A42). 


The Commission has reason to believe that the exemp- 
tion from registration afforded by Regulation B is un- 
available because Tri-State has not complied with the 
terms and conditions of Regulation B in that (1) offering 
sheets were not delivered to prospective investors at 
or prior to the time of the initial offer. with regard to 
two of these offerings, contrary to the provisions of Rule 
310(b); (2) sales were made of two of these offerings 
without delivering to investors a copy of the offering 
sheet at least 48 hours before the sale, in contravention 
of Rule 310(d); (3) an affiliate of Tri-State, Petco Oil & 
Gas, Inc., was restrained and enjoined preliminarily on 
October 16, 1975, by the District Court of the State 
of Oklahoma, in and for the County of Oklahoma, from 
offering or selling securities without complying with 
provisions of the Oklahoma Securities Act; and (4) Tri- 
State failed to disclose the entering on October 16, 
1975, of an order by the District Court of the State of 
Oklahoma, in and for the County of Oklahoma, which 
restrained and enjoined preliminarily Petco Oil & Gas, 
Inc., an affiliate of Tri-State, from offering or selling 
securities without complying with provisions of the 
Oklahoma Securities Act. 





SECURITIES ACT OF 1933 
Release No. 5673/February 2, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12064/February 2, 1976 


Roderick M. Hills, Chairman of the Securities and 
Exchange Commission, with the concurrence of the 
other members of the Commission, today announced 
the appointment of an Advisory Committee on Corporate 
Disclosure. Initially the Committee will consist of 
thirteen members who have extensive experience with 
the disclosure system as attorneys, accountants, aca- 
demics, financial executives, analysts and other users 
of information. Additional persons may be appointed 
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if it appears that it would enhance the work of the 
Committee. Commissioner A. A. Sommer, Jr. will chair 
the Committee. Mary E. T. Beach of the Division of 
Corporation Finance will serve as the staff director 

of the study. 


Background 


The concept of disclosure has been central to the federal 
regulation of securities since enactment of the Securities 
Act of 1933, the “Truth in Securities” Bill. As was 
stated in the preamble to that Act, Congress intended 
“To provide full and fair disclosure of the character 
of securities sold in interstate and foreign commerce and 
through the mails...‘ This concept was expanded in 
the Securities Exchange Act of 1934, which provided 
for a system of continuous disclosure, initially only by 
companies listed on national securities exchanges, but 
subsequently extended to a large number of issuers with 
securities traded over-the-counter. 


Following the Congressional mandates expressed in 
this and other legislation, the Commission has developed 
and refined a comprehensive system of disclosure in an 
effort to reflect its experience in administering the sys- 
tem, changes in the securities markets and the changing 
needs of investors. 


The Commission's last study of its disclosure require- 
ments, from 1967 to 1969. resulted in the Disclosure 
Study, often referred to as the “Wheat Report.” The 
Wheat Report recommended numerous changes in the 
Commission's reporting requirements, strongly urged 
the further development of a continuous disclosure sys- 
tem, and recommended solutions to a number of prob- 
lems relating to secondary distributions and acquisition 
transactions. 


The Wheat Report recognized the necessity of continuing 
attention to disclosure policy: 


Finally, this report reflects the conciusiori that 
change in disclosure policy through Commission 
rule-making should be evolutionary in nature. The 
results of each stage in that evolution should be 
tested and evaluated before further changes are 
made. Thus, in no sense do the recommendations 
represent a final set of parameters, but only the 
Study’s judgment as to the best practicable steps 
to be taken at this time. 


Substantial questions concerning the substance and ef- 
fectiveness of the corporate disclosure system continue 
to be raised. In some measure, these questions reflect 
the intensification of forces identified by Commissioner 
Wheat, such as the increasing institutionalization of the 
markets. Moreover, since the time of that Report, an 

increasing body of scholarly work examining the eco- 

nomics and structure of information systems has evolved: 
increasing consideration has been given to the “random 
walk theory” and the efficient market hypothesis; new 
techniques of portfolio management are being utilized: 
and penetrating questions have been asked concerning 
the costs and benefits of the current system. In addition. 
the President and Congressional leaders have urged all 
units of government to examine their practices and pro- 



























cedures to determine whether they are cost effective. 
whether they impose inordinate burdens on business and 
the public, and whether competitive forces, among 
others, might be substituted for governmental regulation. 


disclosure principles are central to a number of exemp- 
tions from registration under the 1933 Act and to the liabil- 
ities that have been imposed by the courts under Rule 
10b-5. It is not, however, the principal purpose of the 
study to explore the specific disclosures that may be 
necessary to the availability of an exemption or that may 
affect the liability of “insiders” and others under Rule 
10b-5 or similar sections of the statutes administered 
by the Commission. Also, it is not expected that signifi- 
cant attention will be directed to the administrative 


In response to these inquiries and in accordance with 
the Commission's practice of continual reevaluation of its 
major policies, the Commission has directed that a new 
study be undertaken. 








- Purpose processes of the Commission. 
- The present study will not be confined to an examination Membership 
- of the Commission's disclosure requirements, but will 
embrace the entire corporate disclosure system that has 3The members of the Committee are: 
” developed in this country—partially in response to the ' 
i. requirements of the acts administered by the Commis- 1. William H. Beaver 
ad | sion, and partially in response to other forces. Initially, Proffesor of Economics 
Dy the Committee will seek to define the purposes and ob- Stanford University 
me jectives of a corporate disclosure system. It will seek to Palo Alto, California 
‘ith | identify more precisely those who make investment de- 
cisions; the information they actually use in making such 2. Victor H. Brown 
decisions; the extent to which such information is found Controller 
in or secured from Commission files and documents re- Standard Oil of Indiana 
quired to be prepared and distributed by Commission Chicago, Illinois 
- requirements; the means by which users secure such 
information; the validity, accuracy and credibility of the 3. Arthur Fleischer, Jr. 
wal information used; and the types of information not Partner 
ng presently available, or widely disseminated, which such Fried, Frank, Harris, Shriver & Jacobson 
investment decision-makers would find helpful. New York, New York 
il It will examine the institutional framework within 4. Ray J. Groves 
- which disclosure presently occurs, including the roles of Partner 
the preparers of information, auditors, and the purveyors Ernst & Ernst 
4 and users of information; the various governmental and Cleveland, Ohio 
sys- other requirements related to disclosure, and the effect of 
_ current legal concepts and developments influencing in- 5. Deborah E. Kelly 
sion novation within the disclosure process. The study also Director of Investment Research 
will seek to identify the types of information which im- Lowe’s Companies, Inc. 
pact market prices, the implications of modern theories Wilkesboro, North Carolina 
ving concerning portfolio management and the extent to 
which modern academic research concerning markets 6. Homer Kripke 
indicates the need for modifications of the system. Professor of Law 
Finally, the study will seek to ascertain the costs of New York University 
maintaining the system, the costs related to the dis- New York, New York 
n closures mandated by the federal statutes and the Com- “<9 
ms mission rules and the identify of those who bear them. 7. Martin Lipton 
‘ Partner 
- The study will be conducted through various means, Wachtell, Lipton, Rosen & Katz 
-" including analysis of economic and other literature con- New York, New York 
. cerning all aspects of disclosure; examination of the 
present legal structure within which disclosure occurs; 8. Robert A. Malin 
and original research where needed and feasible. Senior Vice President and Director 
d ef- First Boston Corporation 
tinue If indicated by the study’s conclusions, the Committee New York, New York 
sflect will make recommendations for changes in the present 
sonst regulations relating to disclosure, including means for 9. Roger F. Murray 
f the better dissemination of information filed with the Com- S. Sloan Colt Professor of Banking and Finance 
an mission and making such filings more relevant to the Graduate School of Business 
500- needs of investors. If change is warranted, modifications Columbia University 
oived: of Commission rules and regulations and legislation will New York, New York 
néom be suggested, where appropriate. : 
new 10. David M. Norr 
lized: Disclosure serves many functions under the securities Partner 
arning laws. In addition to its function in informing investors First Manhattan Co. 
dition at the time of distribution and on a continuous basis, New York, New York 
ed all 
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11. A. A. Sommer, Jr. (Chairman) 
Commissioner 
Securities and Exchange Commission 
Washington, D.C. 


12. Elliott J. Weiss 
Executive Director 
Investor Responsibility Research Center 
Washington, D.C. 


13. Frank T. Weston 
Former Partner 
Arthur Young & Co. 
San Diego, California 


A staff of four to seven persons, drawn predominately 
from the current staff of the Commission, will be as- 
signed to work full-time on the project. Members of 
the staff selected so far are: 


1. Mary E.T. Beach (Staff Director) 
Chief Office of Disclosure Policy and Proceedings 
Division of Corporation Finance 


2. Hugh R. Haworth 
Office of Economic Research 


3. Michael Rogan 
Division of Corporation Finance 


4. John C. Richards 
Office of the Chief Accountant 


5. Charles R. Wenner 
Division of Corporation Finance 


It is expected that a number of econometric and other 
studies may be undertaken, and in some instances these 
studies may be contracted for with outside agencies. 


The Committee is expected to complete its work no later 
than July 1, 1977. 





SECURITIES ACT OF 1933 
Release No. 5675/February 2, 1976 


TEMPORARY SUSPENSION OF THE REGULATION B 
EXEMPTION OF TEXAS COAL & ENERGY COMPANY 


The Securities and Exchange Commission has issued an 
order temporarily suspending and Regulation B exemp- 
tion from registration under the Securities Act of 1933 
with regard to the public offering of fractional undivided 
interests in oil and gas leases in the following Texas Coal 
& Energy Company (Texas Coal’) offering: 


Texas Coal & Energy Company—C. P. Clayton Lease, 
No. 1 (File No. 20-2102A2). 


The Commission has reason to believe that the exemp- 
tion from registration afforded by Regulation B is 
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unavailable because Texas Coal has not complied with 
the terms and conditions of Regulation B in that (1) no 
exemption was available under Regulation B according 
to Rule 306(a) (2) [17 CFR 230.306(a) (2)] because 
EnnTex Oil and Gas Company and LaPrada Oil and Gas 
Company. affiliates of Texas Coal, were enjoined tem- 
porarily on November 20, 1975, by the District Court of 
the State of Texas, in and for the County of Dallas, from 
offering or selling securities without complying with 
Section 7A of the Texas Securities Act; and (2) Texas 
Coal failed to comply with Rule 330(a) and (b) of Regula- 
tion B [17 CFR 230.330(a) and (b)] by failing to disclose 
that on November 20, 1975, EnnTex Oil and Gas Com- 
pany and LaPrada Oil and Gas Company, affiliates of 
Texas Coal, were restrained and enjoined temporarily by 
the District Court of the State of Texas, in and for the 
County of Dallas, from offering or selling securities with- 
out complying with Section 7A of the Texas Securities 
Act. 





SECURITIES ACT OF 1933 
Release No. 5674/February 2, 1976 


TEMPORARY SUSPENSION OF THE REGULATION B 
EXEMPTION OF LAPRADA OIL & GAS COMPANY 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation B exemp- 
tion from registration under the Securities Act of 1933 
with regard to the public offering of fractional undivided 
interests in oil and gas leases in the following LaPrada Oil 
& Gas Company (LaPrada”) offerings: 


LaPrada Oi! & Gas Company—#2 Earnestine Gillespie 
Lease (File No. 20-2086A4); LaPrada Oil & Gas Com- 
pany—Power Estate Lease (File No. 20-2086A5): 
LaPrada Oil & Gas Company—J. L. Minor Lease (File No. 
20-2086A6); LaPrada Oil & Gas Company—Rogers 
Lease (File No. 20-2086A7); LaPrada Oil & Gas Com- 
pany—Dillon Lease (File No. 20-2086A8): LaPrada Oil & 
Gas Company—Buzbee Brothers Lease (File No. 20- 
2086A9); LaPrada Oil & Gas Company—inez Males 
Lease (File No. 20-2086A10). 


The Commission has reason to believe that the exemp- 
tion from registration afforded by Regulation B is unavail- 
able because LaPrada has not complied with the terms 
and conditions of Regulation B in that (1) no exemption 
was available under Regulation B according to Rule 

306(a) (2) [17 CFR 230.306(a) (2)] because EnnTex Oil 
and Gas Company, an affiliate of LaPrada, and LaPrada 
were enjoined temporarily on November 20,1975, by the 
District Court of the State of Texas, in and for the County 
of Dallas, from offering or selling securities without com- 
plying with Section 7A of the Texas Securities Act; and 
(2) LaPrada failed to comply with Rule 330(a) and (b) of 
Regulation B [17 CFR 230.330(a) and (b)] by failing to 
disclose that on November 20, 1975, EnnTex Oil and Gas 
Company, an affiliate of LaPrada, and LaPrada were re- 
strained and enjoined temporarily by the District Court of 
the State of Texas, in and for the County of Dallas, from 
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offering or selling securities without complying with Sec- 
tion 7A of the Texas Securities Act. 





SECURITIES ACT OF 1933 
Release No. 5676/February 2, 1976 


TEMPORARY SUSPENSION OF THE REGULATION B 
EXEMPTION OF ENERGY MARKETING CONSULTANTS 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation B exemp- 
tion from registration under the Securities Act of 1933 
with regard to the public offering of fractional undivided 
working interests in oil and gas leases in the following 
Energy Marketing Consultants: 


Energy Marketing Consultants—Ray Stanford Well #1 
(File No. 20-2098A2); Energy Marketing Consultants— 
Ben Good A Weil #1 (File No. 20-2098A3); Energy Mar- 
keting Consultants—Stiles “‘M” Lease (File No. 
20-2098A4). 


The Commission has reason to believe that the exemption 
from registration afforded by Regulation B is unavailable 
because Energy Marketing Consultants has not com- 
plied with the terms and conditions of Regulation B in 
that (1) no exemption was available under Regulation B 
according to Rule 306(a) (2) [17 CFR 230.306(a) (2)] 
because Apollo Oil Corporation, Oil and Gas Producers, 
Inc., and William P. Maroski, affiliates of Energy Mar- 
keting Consultants, were restrained and enjoined tem- 
porarily on May 29, 1975, by the District Court of the 
State of Texas, in and for the County of El Paso; and (2) 
Energy Marketing Consultants failed to comply with Rule 
330(a) and (b) of Regulation B [17 CFR 230.330(a) and 
(b)| by failing to disclose that on May 29, 1975, Apollo 
Oil Corporation, Oil and Gas Producers, Inc. and William 
P. Maroski, affiliates of Energy Marketing Consultants, 
were restrained and enjoined temporarily by the District 
Court of the State of Texas, in and for the County of El 
Paso. 





SECURITIES ACT OF 1933 
Release No. 5677/February 2, 1976 


TEMPORARY SUSPENSION OF THE REGULATION 
EXEMPTION OF CAVALIER OIL & GAS COMPANY, INC. 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation B exemp- 
tion from registration under the Securities Act of 1933 
with regard to the public offering of fractional undivided 
interests in oil and gas leases in the following Cavalier Oil 
& Gas Company, Inc. (“Cavalier”) offering: 


Cavalier Oil & Gas Company, Inc.—Benefield Estate 
Lease #1 (File No. 20-2112A1). 


The Commission has reason to believe that the exemp- 
tion from registration afforded by Regulation B is unavail- 
able because Cavalier has not complied with the terms 
and conditions of Regulation B in that Cavalier failed to 
comply with Rule 330(a) and (b) [17 CFR 230.330(a) 

and (b)] and made the offering in violation of the anti- 
fraud provisions of Section 17(a) of the Securities Act of 
1933 and Section 10(b) of the Securities Exchange Act 

of 1934, and Rule 10(b)-5 thereunder, by failing to dis- 
close that (a) Cavalier does not own any interest in the 

lease in which it is selling fractional undivided working in- 
terests to investors and (b) that it is not financially able to 
refund the proceeds of the offering to investors in the 
event that no well is drilled. 





SECURITIES ACT OF 1933 
Release No. 5678/February 2, 1976 


TEMPORARY SUSPENSION OF THE REGULATION B 
EXEMPTION OF OKLAHOMA COAL & OIL COMPANY 


The Securities and Exchange Commission has issued an 

order temporarily suspending the Regulation B exemption 
from registration under the Securities Act of 1933 with 
regard to the public offering of fractional undivided in- 
terests in oil and gas leases in the following Oklahoma 

Coai & Oil Company (“Oklahoma Coal”) offering: 


Oklahoma Coal & Oil Company—Buzbee Ranch Lease 
(File No. 20-2096A3). 


The Commission has reason to believe that the exemp- 
tion from registration afforded by Regulation B is unavail- 
able because Oklahoma Coal has not complied with the 
terms and conditions of Regulation B in that (1) no 
exemption was available under Regulation B according to 
Rule 306(a) (2) [17 CFR 230.306(a) (2)] because EnnTex 
Oil and Gas Company and LaPrada Oil and Gas Company, 
affiliates of Oklahoma Coal, were enjoined temporarily on 
November 20, 1975. by the District Court of the State of 
Texas, in and for the County of Dallas, from offering or 
selling securities without complying with Section 7A of 
the Texas Securities Act; and (2) Oklahoma Coal failed 
to comply with Rule 330(a) and (b) of Regulation B [17 
CFR 230.330(a) and (b)] by failing to disclose that on 
November 20, 1975, EnnTex Oil and Gas Company and 
LaPrada Oil and Gas Company, affiliates of Oklahoma 
Coal, were restrained and enjoined temporarily by the 
District Court of the State of Texas, in and for the County 
of Dallas, from offering or selling securities without com- 
plying with Section 7A of the Texas Securities Act. 





SECURITIES ACT OF 1933 
Release No. 5679/February 2, 1976 


TEMPORARY SUSPENSION OF THE REGULATION B 
EXEMPTION OF SOUTHWEST COAL & ENERGY 
COMPANY 
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The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation B exemp- 
tion from registration under the Securities Act of 1933 
with regard to the public offering of fractional undivided 
interests in oil and gas leases in the following Southwest 
Coal & Energy Company (“Southwest”) offerings: 


Southwest Coal & Energy Company—No. 3 Earnestine 
Gillespie (File No. 20-2057A10); Southwest Coal & 
Energy Company—No. 2 Angie Sitton Lease (File No. 
20-2057A11); Southwest Coal & Energy Company—4C 
Ranch/Curtis Lease (File No. 20-2057A12): Southwest 
Coal & Energy Company—Wanda Holt Lease (File No. 
20-2057A13); Southwest Coal & Energy Company— 
Buzbee Lease (File No. 20-2057A14). 


The Commission has reason to believe that the exemp- 
tion from registration afforded by Regulation B is un- 
available because Southwest has not complied with the 
terms and conditions of Regulation B in that (1) no 
exemption was available under Regulation B according 
to Rule 306(a) (2) [17 CFR 230.306(a) (2)]| because 
EnnTex Oil and Gas Company and LaPrada Oil and Gas 
Company, affiliates of Southwest. were enjoined tem- 
porarily on November 20, 1975, by the District Court of 
the State of Texas, in and for the County of Dallas, from 
offering or selling securities without complying with Sec- 
tion 7A of the Texas Securities Act: and (2) Southwest 
failed to comply with Rule 330(a) and (b) of Regulation 
B [17 CFR 230.330(a) and (b)| by failing to disclose that 
on November 20. 1975, EnnTex Oil and Gas Company 
and LaPrada Oil and Gas Company. affiliates of South- 
west, were restrained and enjoined temporarily by the 
District Court of the State of Texas, in and for the County 
of Dallas, from offering or selling securities without com- 
plying with Section 7A of the Texas Securities Act. 





SECURITIES ACT OF 1933 
Release No. 5680/February 2, 1976 


TEMPORARY SUSPENSION OF THE REGULATION B 
EXEMPTION OF ENNTEX OIL & GAS COMPANY 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation B exemp- 
tion from registration under the Securities Acat of 1933 
with regard to the public offering of fractional undivided 
interests in oil and gas leases in the following EnnTex Oil 
& Gas Company ("EnnTex’’) offerings: 


EnnTex Oil & Gas Company—Henderson-Gillespie Lease 
(File No. 20-2006A32): EnnTex Oil & Gas Company— 
Irene Poirier Lease (File No. 20-2006A33); EnnTex Oil 
and Gas Company—No. 1 Angie Sitton Lease (File No. 
20-2006A34): EnnTex Oil & Gas Company—No. 1 
Jimmie Webb (File No. 20-2006A35); EnnTex Oil & Gas 
Company—No. 1 Irene Young (File No. 20-2006A37): 
EnnTex Oil & Gas Company—Rogers Lease (File No. 
20-2006A38); EnnTex Oil & Gas Company—Angela 
Hampton Lease #1 (File No. 20-2006A39); EnnTex 
Oil & Gas Company—Buzbee Ranch “A” Lease (File No. 
20-2006A40): EnnTex Oil & Gas Company—Dillon 
Lease (File No. 20-2006A41):; EnnTex Oil & Gas Com- 
pany—Miller-Warren Lease (File No. 20-2006A42); 
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EnnTex Oil & Gas Company—Buzbee Ranch ‘’B” Lease 
(File No. 20-2006A43); EnnTex Oil & Gas Company— 
John Cranz Lease (File No. 20-2006A44). 


The Commission has reason to believe that the exemp- 
tion from registration afforded by Regulation B is unavail- 
able because EnnTex has not complied with the terms 
and conditions of Regulation B in that (1) no exemption 
was available under Regulation B according to Rule 
306(a) (2) [17 CFR 230.306(a) (2)] because EnnTex and 
LaPrada Oil and Gas Company, an affiliate of EnnTex, 
were enjoined temporarily on November 20, 1975, by the 
District Court of the State of Texas, in and for the County 
of Dallas, from offering or selling securities without com- 
plying with Section 7A of the Texas Securities Act; and 
(2) EnnTex failed to comply with Rule 330(a) and (b) of 
Regulation B [17 CFR 230.330(a) and (b)] by failing to 
disclose that on November 20, 1975, EnnTex and 
LaPrada Oil and Gas Company. an affiliate of EnnTex, 
were restrained and enjoined temporarily by the District 
Court of the State of Texas, in and for the County of 
Dallas, from offering or selling securities without com- 
plying with the Texas Securities Act. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12062/January 30, 1976 


in the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York,.New York 10005 


File Nos. SR-NYSE-75-13, 75-15, 76-3 


ORDER EXTENDING TIME PERIOD WITHIN WHICH 
THE COMMISSION IS REQUIRED TO ACT ON PRO- 
POSED RULE CHANGES 


The New York Stock Exchange, Inc. (“NYSE”) has filed, 
pursuant to Section 19(b) (1) of the Securities Exchange 
Act of 1934 (the “Act’), 15 U.S.C. 78(s)(b)(1), and Rule 
19b-4 thereunder, 17 CFR 240.19b-4: 


(1) Proposed NYSE Rule 389' to regulate the 

activities of persons associated with NYSE mem- 
bers who act as brokers or dealers in securities. 
Proposed Rule 389 would require such associated 
persons.to agree in writing with the NYSE, among 





' File No. SR-NYSE-75-13. Notice of filing of the pro- 
posed rule change was given, in accordance with the re- 
quirements of Section 19(b)(1), by publication of a 
Commission release (Securities Exchange Act Release No. 
11873 (November 26, 1975)) in the Federal Register 
(40 Fed. Reg. 56993 (December 5, 1975)). Interested 
persons were invited to submit any written data, views 
and arguments concerning the proposed rule change by 
January 5, 1976. 
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other things, to supply the NYSE with information 
relating to their activities as broker-dealers and 
permit examination of their books and records by 
the NYSE, and to be subject to and comply with the 
NYSE Constitution and Rules to the same extent as 
they apply to members, allied members, member 
organizations and employees thereof; 


(2) Proposed NYSE rules 305, 306 and 307? to 
regulate non-member broker-dealers who do a sub- 
stantial business on the NYSE (“non-member ac- 
cessees’’). Proposed NYSE Rule 305 would require 
non-member accessees to agree in writing with the 
NYSE, among other things, to supply the NYSE 
with information relating to their activity in any 
NYSE-listed security and permit examination of 
their records by the NYSE in order to verify such 
information, and to be subject to the regulation and 
surveillance of the NYSE with respect to com- 
pliance with the anti-fraud and anti-manipulative 
provisions of the Act and the rules thereunder as 
they relate to transactions on the NYSE and with 
respect to compliance with specified provisions of 
the NYSE Constitution and Rules. Proposed NYSE 
Rule 306 prohibits NYSE members from effecting 
exchange transactions for broker-dealers subject to 
and not in compliance with proposed NYSE Rule 
305. Proposed NYSE Rule 307 imposes upon non- 
member accesses initial and annual fees and an 
additional fee based on net commissions. 


(3) Proposed rule changes (proposed NYSE Rule 
335, and proposed amendments to NYSE Rules 
311 and 2 and to various sections of Articles | and 
IX of the NYSE Constitution)? designed to regulate 
associated persons other than broker-dealers and 
employees. Proposed NYSE Rule 335 requires 
NYSE members to report their relationship with as- 
sociated persons and prohibits association, without 
NYSE approval, with persons subject to any statu- 
tory disqualification. NYSE Rule 311 would be 
amended to require any person who controls a 
member organization but is not a broker or a dealer 
to apply for approval by the NYSE Board of Direc- 
tors and agree in writing with the NYSE, among 
other things, to supply the NYSE with information 
relating to “its dealings or relationships with any 
security listed on the [NYSE]. or any person 
associated with any member or member organiza- 
tion” and to permit examination by the NYSE of 





?File No. SR-NYSE-75-15. Notice of filing of the pro- 
posed rule change was given, in accordance with the 
requirements of Section 19(b)(1), by publication of a 
Commission release (Securities Exchange Act Release No. 
11866 (November 25, 1975)) in the Federal Register (40 
Fed. Reg. 56505 (December 3, 1975)). Interested persons 
were invited to submit any written data, views and argu- 
ments on the proposed rule change of January 2, 1976. 


* File No. SR-NYSE-76-3. Notice of filing of the proposed 

tule change is being given, in accordance with the require- 
ments of Section 19(b)(1), by publication of a Commis- 

sion release (Securities Exchange Act Release No. 12034 
(January 22, 1976)), expected to be made in the Federa/ 

Register during the week of January 26, 1976. 


its books and records to verify the accuracy of any 
information supplied, and to abide by the provisions 
of the NYSE Constitution and Rules relating to 
approved persons. 


The NYSE has indicated in its submissions accompanying 
its rule proposals that they constitute the NYSE’s inter- 
pretation of certain of its statutory responsibilities under 
the Securities Acts Amendments of 1975, Pub. L. No. 
94-29 (June 4, 1975). Each of the three proposals is 
similar in that persons caught up by any one of them 
would be required to enter into a specified agreement 
with the NYSE which sets forth such person's obliga- 
tions. Because of the similarity in purpose and design 
of the three proposals, it appears appropriate to consider 
them together. The Commission has received a number of 
comment letters concerning the NYSE’s proposals, all of 
which have been opposed to the proposed rule changes 
and have urged the Commission to disapprove them. 


Among the questions raised with respect to the proposals 
to regulate broker-dealer associates of members are 
whether they are (1) inconsistent with the policy of 
Section 17(d) of the Act authorizing the Commission to 
reduce self-regulatory overlap and the provisions of Sec- 
tion 6(b)(5) of the Act prohibiting exchanges from regu- 
lating matters not related to the Act or the administra- 
tion of the NYSE; (2) in appropriate for broker-dealer 
affiliates of NYSE members which are organized in other 
countires or angage in aspects of the securities business 
not related to exchange business; or (3) an unnecessary 
and inappropriate burden on competition. 


Among the questions raised with respect to the proposals 
to regulate non-member accessees are whether they are 
(1) unnecessarily duplicative of existing regulation; (2) 
inconsistent with Section 6(f) of the Act, which authorizes 
only the Commission to require broker-dealers effecting 
transactions on an exchange of which they are not mem- 
bers to comply with the rules of such exchange; (3) dis- 
Criminatory in that the regulatory provisions would be 
imposed only on certain sizes and types of customers of 
of NYSE members: (4) inequitable and inconsistent, inso- 
far as the proposed fee structure is concerned, with 
Section 6(b)(4) of the Act, which requires that exchange 
rules provide for equitable allocation of reasonable dues, 
fees, and other charges among its members and issuers 
and other persons using its facilities; (5) inadequate in 
providing fair representation, as required by Section 6(b) 
(3) of the Act, for persons being treated as members; or 
(6) Unnecessary and inappropriate burdens on 
competition. 


As a result of its preliminary review of the NYSE proposals, 
the Commission believes that they raise a number of 
questions which should receive further consideration be- 
fore any determination by the Commission to approve the 
rule proposals or to institute proceedings, pursuant to 
Section 19(b)(2) of the Act, to determine whether they 
should be disapproved. 


Accordingly, the Commission, acting pursuant to Section 
19(b)(2) of the Act, hereby extends the time period within 
which the Commission is to take action on the above- 
referenced proposed rule changes to March 2, 1976. The 
Commission is also extending the time period for com- 
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ments on the proposed rule changes, and invites written 
submissions from all interested persons. Persons desiring 
to make written submissions should file six copies thereof 
with the Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street. 
Washington, D.C. 20549 by February 20, 1976. 


Copies of all submissions, including the proposed rule 
changes, will be available for public inspection at the 
Commission's Public Reference Room, 1100 L Street. 
N.W., Washington, D.C. Copies of the proposed rule 
change will also be available at the principal office of 
the NYSE. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12063/January 30, 1976 


In the Matter of 


Proposed Rule Change by 
Midwest Stock Exchange, Incorporated 


(SR-MSE-76-3) 
NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
MIDWEST STOCK EXCHANGE, INCORPORATED AND 
ORDER APPROVING PROPOSED RULE CHANGE 

I 


Pursuant to Section 19(b) (1) of the Securities Exchange 


Act of 1934, 15 U.S.C. 78 (s) (b) (1) (the ““Act”’) as amend- 


ed by Pub. L. No. 94-29, §16 (June 4, 1975), notice is 
hereby given that on January 29, 1976, the Midwest 

Stock Exchange, Inc. (“MSE”), a national securities ex- 
change registered with the Commission pursuant to Sec- 
tion 6 of the Act, filed with the Commission copies of a 
proposed rule change. The proposed rule change would 
amend the interpretation of MSE Rule 1 to no longer re- 
quire the imposition of an odd-lot differential upon odd- 
lot orders received before the opening of trading and 

executed at the opening of trading. 


Publication of the proposed rule change is expected to be 
made in the Federa/ Register during the week of February 
2, 1976. Interested persons are invited to submit written 
data, views and arguments concerning the proposed rule 
change within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written sub- 
missions should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-MSE-76-3. 
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The Commission is directed under Section 19(b) (2) of 
the Act to approve a proposed rule change if it finds it to 
be consistent with the requirements of the Act and rules 
thereunder applicable to such organization. The Com- 
mission finds that the proposed rule change is consistent 
with the requirements of the Act and the rules and 
regulations thereunder applicable to national securities 
exchanges including the requirements of Section 6 and the 
rules and regulations thereunder. In particular, under Sec- 
tion 6(e) of the Act, exchanges will be prohibited, effec- 
tive May 1, 1976, from imposing any schedule or fixing 
rates of commissions, for acting as an odd-lot dealer. 
Nothing in the Act prohibits an exchange from taking ac- 
tion, such as that being taken currently by the MSE in 
advance of May 1, 1976. 


IV 


Further, the Commission finds good cause for approving 
the proposed rule change prior to the thirtieth day after 
the date of publication of notice of the filing thereof. 
Eliminating the requirement that a prescribed odd-lot dif- 
ferential be charged will promote competition in odd-lot 
trading: MSE members engaged, or who wish to engage, 
in odd-lot trading on the exchange will be able to com- 
pete on the basis of charges for odd-lot business. 


A firm engaged in the odd-lot business on the MSE and 
which is required to charge the fixed odd-lot differentia! 
would be at a competitive disadvantage with respect to 
firms which execute odd-lot transactions off the ex- 
change and are not required to charge the odd-lot dif- 
ferential. Immediate removal of the requirement that a 
prescribed odd-lot differential be charged on odd-lot 
orders executed on the exchange will allow exchange 
members to begin competing. on an equal basis, with 
firms which may begin to execute odd-lot orders off the 
exchange without charging an odd-lot differential. 


For the foregoing reasons, the Commission finds good 
cause for approving the proposed rule change prior to the 
thirtieth day after publication of notice of filing thereof. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b) 
(2) of the Act, that the proposed rule change referenced 
above be, and it hereby is, approved, effective 
February 2, 1976. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


January 30, 1976 
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SECURITIES ACT OF 1933 
Release No. 5673/February 2, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12065. .February 2, 1976 


The Securities and Exchange Commission announced, 
pursuant to Section 12(k) of the Securities Exchange Act 
of 1934 (“Exchange Act”), the temporary suspension of 
exchange and over-the-counter trading for a single ten 
day period commencing at 10:15 a.m. (EST) on February 
2, 1976 and terminating at midnight (EST) on February 
11, 1976 of the securities of American Realty Trust 
("ART"), a real estate investment trust created under 
District of Columbia law pursuant to a Declaration of 
Trust dated July 14, 1961, with its principal office lo- 
cated at 2000 Jefferson Davis Highway, Arlington, 

Va. 22202. 


The Commission ordered the trading suspension in view 
of the possible lack of adequate and accurate public infor- 
mation regarding the company’s operations and financial 
condition. The annual report on Form 10-K of ART was 
due December 30, 1975. ART has failed to file this report 
and is presently in violation of the Commission's re- 
porting requirements. 


The Commission cautions broker-dealers, shareholders, 
and prospective purchasers that they should carefully 
consider the foregoing information along with all other 
currently available information and any information sub- 
sequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no quo- 
tation may be entered unless anad until they have strictly 
complied with all of the provisions of said rule. If any 
broker or dealer has any questions as to whether or not 
he has complied with said rule, he should not enter any 
quotation but immediately contact the staff of the Divi- 
sion of Enforcment in Washington, D.C. If any broker or 
dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time as he 
has familiarized himself with said rule and is certain that 
all of its provisions have been met. If any broker or dealer 
enters any quotation which is in violation of said rule, 
the Commission will consider the need for prompt en- 
forcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12066/February 2, 1976 


The Securities and Exchange Commission has ordered 


public administrative proceedings under the Securities 
Exchange Act of 1934 involving J. W. Weller & Co., Inc. 
(“Registrant”), a New Jersey broker-dealer, and J. W. 
Weller, Jr. (“Weller”), president and majority stockholder 
of Registrant. These proceedings are based upon allega- 
tions of the Commission's staff that Registrant wilfully 
violated, and Weller wilfully aided and abetted the viola- 
tion of, the Margin, Books and Records, Customer Pro- 
tection and Visitation and Examination provisions of the 
Securities Exchange Act of 1934 and Regulation T there- 
under promulgated by the Board of Governors of the 
Federal Reserve System. 


A hearing will be scheduled by further order to take evi- 
dence on the staff's allegations and to afford the Respon- 
dents an opportunity to offer any defenses thereto. The 

purpose of the hearing is to determine whether the al- 
legations are true and if any action of a remedial nature 
should be ordered by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12067/February 3, 1976 


A notice has been issued giving interested persons until 
February 13 to request a hearing on applications of the 
following stock exchanges for unlisted trading privileges 
in the specified stocks of the following listed companies: 


PBW Stock Exchange, Inc. 
Saxon Industries, Inc. (Delaware) — common stock 


Boston Stock Exchange, Inc. 
International Telephone & Telegraph Corp. 
Cum. Pfd. $4.00 Conv. Series K — no par value 


Norton Simon Inc. 
$1.60 Cum. Conv. Pfd. Series A — $5.00 par value 


Sun Oil Company 
$2.25 Cum. Conv. Pfd. — $1.00 par value 


Atlantic Richfield Co. 
$2.80 Cum. Conv. Pfd. — $1.00 par value 


Champion International Corp. 
$1.20 Cum. Conv. Series Pref. — $1.00 par value 


City Investing Company 
$2.00 Cum. Conv. Pfd. Series B — $1.00 par value 


Dart Industries Inc. 
$2.00 Cum. Conv. Pfd. Series A — $5.00 par value 


Diamond Shamrock Corp. 
$1.20 Conv. Pfd. Series D — no par value 


Household Finance Corp. 
$2.375 Com. Conv. Vtg. Pfd. — no par value 


Ingersoll-Rand Co. 
$2.35 Cum. Conv. Pref. — no par value 
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Bristol-Myers Co. 
$2.00 Cum. Conv. Pfd. — $1.00 par value 


Carter Hawlye Hale Stores, Inc. 
$2.00 Conv. Pfd. Series A — $5.00 par value 


H. J. Heinz Co. 
3rd Cum. Conv. Pfd. Stock, $1.70 1st Ser. 
$10.00 par value 


Occidental Petroleum Corp. 
$4.00 Conv. Pfd. — $1.00 par value 


Occidental Petroleum Corp. 
$3.60 Conv. Pfd. — $1.00 par value 


Southern California Edison Co. 
$5.20 Conv. Pref. ““H’’ — $25.00 par value 


Textron, Inc. 
$2.08 Cum. Conv. Pfd. Series A — no par value 


Textron, Inc. 
$1.40 Conv. Pfd. Div. Series B — no par value 


The Travelers Corp. 
$2.00 Cum. Conv. Pfd. — no par value 


TRW Inc. 
Cum. Ser. Pref. |! $4.40 Conv. Ser. | — no par value 


TRW Inc. 
Cum. Ser. Pref. Il $4.50 Conv. Ser. 3 — no par value 


United Technologies Corp. 
$8.00 Cum. CV. Pfd. — $1.00 par value 


Weyerhaeuser Company 
$2.80 Conv. Cum. Pfd. 1st Ser. — $1.00 par value 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12068/February 4, 1976 


Admin. Proc. File No. 3-4466 
In the Matter of 

IRENE MORGAN 

North Bellmore, New York 


ORDER DISMISSING PROCEEDINGS 


The Commission having been advised of the respondent's 
death. 


IT iS ORDERED that these proceedings be, and they 
hereby are, dismissed with respect to Irene Morgan. 


For the Commission by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12069/February 4, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE py 
THE NEW YORK STOCK EXCHANGE, INC. 
File No. SR-NYSE-76-4 


The New York Stock Exchange, Inc., submitted on 
February 2, 1976, a proposed rule change under Rule 
19b-4 to amend NYSE Rule 440B. The proposed rule 
change will 1) require that short sales on the Exchange 
be governed by the last sale price on the Exchange in. 
stead of the last price reported in the consolidated sys- 
tem, and 2) prohibit Exchange specialists from availing 
themselves of the exemption provided by SEC Rule 
10a-1(e) (5). 


Publication of the submission is expected in the Federal 
Register during the week of February 9, 1976. In order to 
assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit 
written data, views and arguments concerning the sub- 
mission within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written sub- 
missions should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-NYSE-76-4. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and Ex- 
change Commission's Public Reference Room 6101, 
1100 L Street. N.W., Washington, D. C. Copies of the 
filing will also be available at the principal office of the 
above mentioned self-regulatory organization. 


For the Commission by the Division of Market Regule- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


February 4, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12070/February 4, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. File No. SR-NASD-1976-1 


The National Association of Securities Dealers, Inc., sub- 
mitted on January 30, 1976, a proposed rule change 
under Rule 19b-4 to require members to file with the 
Association a written notice of termination for any assoc: 
ated person(s) within 30 calendar days of such termine 
tion and to assess a late filing fee of $25 against any 
member which fails to file such notice within this period 
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Publication of the submission is expected to be made in 
the Federal Register during the week of February 9, 
1976. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within 30 days from the date 
of publication in the Federa/ Register. Persons de- 
siring to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-NASD-1976-1. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 1100 “L” 
Street, N.W., Washington, D.C. Copies of this filing will 
also be available at the principal office of the above-men- 
tioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12071/February 5, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE AMERICAN STOCK EXCHANGE 
File No. SR-Amex-76-4 


The American Stock Exchange, Inc. (“Amex"’) submitted 
on January 28, 1976 a proposed rule change under Rule 
19b-4 to affect the application of Sections 1(c) and 4(') 
of Article V of the Amex Constitution by establishing 
minimum fines and a simplified procedure for use by the 
Disciplinary Committee in handling minor infractions of 
floor policies and practices. 


The foregoing rule change has become effective, pur- 
suant to Section 19(b) (3) (A) of the Securities Exchange 
Act of 1934. At any time within sixty days of the filing 
of such proposed rule change, the Commission may sum- 
marily abrogate such rule change if it appears to the 
Commission that such action is necessary or appropriate 
in the public interest, for the protection of investors, or 
otherwise in furtherance of the purposes of the Securities 
Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of February 9, 

1976. Interested persons are invited to submit written 
data, views and arguments concerning the submission 





within 30 days from the date of publication in the Federa/ 
Register. Persons desiring to make written submission 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 


North Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. SR-Amex-76-4. 


Copies of the submission and of all written comments will 
be available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street. 
N.W., Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12072/February 5, 1976 


The Securities and Exchange Commission announced, 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 ("Exchange Act”) the temporary suspension 
of exchange and over-the-counter trading for the single 
ten-day period commencing at 3:40 p.m. (EST) on 
February 5, 1976 and terminating at midnight (EST) on 
February 14, 1976 of all securities of the following issuer 
which has failed to file with the Commission the indicated 
reports: 


STELBER INDUSTRIES, INC., a New York corporation 
(annual report on Form 10-K for its fiscal year ended 
June 30, 1975 and quarterly report on Form 10-0 for its 
fiscal quarter ended September 30, 1975). Stelber Indus- 
tries, Inc.'s securities are listed for trading on the Ameri- 
can Stock Exchange, and trading was suspended on such 
exchange on December 20, 1974. 


The Commission initiated the subject suspension because 
the subject issuer failed to comply with the reporting 

provisions of the Exchange Act resulting in the lack of 
current and accurate information available to the public. 


The Commission cautions broker-dealers, shareholders 
and prospective purchasers that they should consider 

carefully the foregoing information along with all other 
currently available information and any information sub- 
sequently issued by the subject issuer. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation 
may be entered unless and until they have strictly com- 
plied with all of the provisions of said rule. If any broker 
or dealer has any questions as to whether or not he has 
complied with said rule, he should not enter any quota- 
tion but immediately contact the staff of the Securities 
and Exchange Commission. Division of Enforcement in 
Washington, D.C. If any broker or dealer is uncertain as to 
what is required by Rule 15c2-11, he should refrain from 
entering quotations relating to the securities in question 
until such time as he has familiarized himself with said 
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rule and is certain that all of its provisions have been met. sultant, Power Technologies, Inc. (“PTI'), evaluating 


If any broker or dealer enters any quotation which is in four alternative modes of operation by the CSW system 
violation of said rule, the Commission will consider the over the 20-year period 1976-1995. Three of those 
need for prompt enforcement action. modes assume operation of all of the electric utility 


properties controlled by CSW under normal conditions 
as a single interconnected and coordinated system, as 
contemplated by the Act. The report indicates that ver 
substantial potential savings are likely to accrue from 
such synchronous operations as compared with sepe- 
rate operation of the two Texas subsidiaries of CSW, 
which the system has generally followed in recent 

years. Certain contingencies, however, are involved in 
HOLDING COMPANY ACT OF 1935 the selection of the appropriate mode of operation for 


this system. 











The Act requires that the electric utility properties of 
an integrated system be physically connected or capable 
of physical interconnection and operation as a single 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19361/January 30, 1976 


Admin. Proc. File No. 3-4951 coordinated system. It appears that conditions today are 
substantially different from those in 1945 and that itis 
In the Matter of necessary to review the conclusion then reached in the 
light of current conditions and of CSW’s plans for the 
CENTRAL AND SOUTH WEST CORPORATION future. 


CENTRAL POWER AND LIGHT COMPANY 
PUBLIC SERVICE COMPANY OF OKLAHOMA 


SOUTHWESTERN ELECTRIC POWER COMPANY 1. CSW is incorporated under the laws of Delaware. |t 
WEST TEXAS UTILITIES COMPANY maintains its principal offices in the City of Dallas, 
TRANSOK PIPELINE COMPANY Texas. CSW is an electric utility holding company 
300 Delaware Avenue registered as such under Section 5 of the Act. 


Wilmington, Delaware 19899 
2. CSW owns all of the outstanding shares of common 
(59-5) stock of the following operating electric utility com- 
panies (“operating companies”): 





NOTICE OF AND ORDER FOR HEARING ON PRO- 
GRAM FOR COMPLIANCE WITH SECTION 11(b) Central Power and Light Company (“CP&L”), 
OF THE PUBLIC UTILITY HOLDING COMPANY ACT Public Service Company of Oklahoma 
OF 1935 (“PSO”), Southwestern Electric Power Com- 
; pany (“SWEPCO”), West Texas Utilities 

On February 16, 1945, (The Middle West Corporation, Company (“WTU”) 
et al, 18 SEC 296 (1945)) the Commission found that 
the electric utility system of Central and South West 
Corporation (“CSW”) was an integrated electric public CP&L and WTU operate in portions of south and west 
utility system, as defined in Section 2(a)(29) of the central Texas, respectively; PSO operates in portions of 
Public Utility Holding Company Act of 1935 ( “Act’’), eastern and southwestern Oklahoma; and SWEPCO 
and that, subject to certain adjustments which have long operates in portions of east Texas, western Arkansas 
since been effected, CSW complied with the require- and northwestern Louisiana. PSO owns all of the 
ments of Section 11(b)(1) of the Act. CSW has been outstanding stock of Transok Pipe Line Company 
and is a registered holding company. The order of (“Transok”), an intrastate gas pipeline company from 
February 16, 1945, is in full force and effect. which PSO purchases all of the natural gas used by it 

for fueling its electric generating stations. CSW has @ 
On March 26, 1974, the Oklahoma Cities of Altus, wholly owned service company subsidiary, CSR Services 
Frederick, Cordell and Mannford and Verdigris Valley Inc., which performs various accounting, tax and other 
Electric Cooperative and Indian Electric Cooperative, services for CSW and the operating companies. To- 
Inc. (“Complainants”), all wholesale customers of Public gether, the utility businesses of CSW’s operating com- 
Service Company of Oklahoma ("PSO"), one of the sub- panies (“CSW System”) are conducted within the four 
sidiaries of CSW. complained to the Commission that states of Arkansas, Louisiana, Oklahoma and Texas 
CSW had ceased to operate as an integrated electric comprising an area of 152,000 square miles with an 
utility system and requested, among other things, that estimated population of 3,000,000. 
the order of February 16, 1945, be modified or revoked. 
In response, CSW acknowledged that extensive changes 3. As of December 31, 1974, the property account of 
had occurred in its operations since 1945 but urged that the CSW System was as follows: 
it still met the requirements of the Act with respect to 
integration. CSW stated that it was undertaking an Property plant and equipment 
extensive engineering study directed to this question. including intangibles: $2.166,304,000" 









CSW has now filed the report of an independent con- Less reserves for depreciation 5 15,326,000 
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Net property, plant and equipment 
including intangibles: $1,650,978,000 
*Includes $ 148,847,000 construction work in progresss. 


4. At December 31, 1974, the operating companies 
furnished electric service to 1.118.171 customers in 767 
communities and adjacent areas located in 112 counties 
in Texas, 46 counties in Oklahoma, 13 counties in 
Arkansas and three parishes in Louisiana. In addition, 
they supplied electric energy at wholesale to 15 munici- 
palities, one on a standby basis, and to 38 rural 
electric cooperatives. The largest cities served by the 
operating companies at retail are Corpus Christi, Abilene, 
Laredo, San Angelo and Longview in Texas, Tulsa and 
Lawton in Oklahoma, Shreveport and Bossier City in 
Louisiana, and Texarkana in Texas and Arkansas. 


5. During the 12 months ended December 31, 1974, the 
operating companies sold 34,515 billion kWh of electric 
energy, including intrasystem transactions. They gen- 
erated 93.4% and purchased approximately 6.6% of the 
total kWh sold. Of the total kWh sales, 28.2% were 
made by CP&L, 33.9% by PSO, 27.3% by SWEPCO, and 
10.6% by WTU. Consolidated gross operating revenues 
of the CSW System for the year ended December 31, 
1974, amounted to $595,049,000, derived from sales 
of electricity: 37.5% from sales by CP&L, 27.6% from PSO 
24.3% from SWEPCO, and 10.6% from WTU. 


6. The electric energy to meet the requirements of the 
CSW System in 1974 was supplied from generating 
stations with the following effective capability (summer 
rating), substantially all of which stations were steam 
electric: 





MW. 
CP&L 2.670 34.7% 
PSO 2,252 29.2% 
SWEPCO 1.919 24.9% 
WTU 863 11.2% 
7,704 100.0% 











7(a). CP&L owns and operates facilities for the genera- 
tion, transmission and distribution of electricity for sale 
in southern Texas. Its service area comprises about 
44,000 square miles, and at the end of 1974 it served 
351,946 customers. In 1974, its total energy sales 
amounted to 9,744,571,000 kWh. Gross operating 
revenues of CP&L in 1974 amounted to $223,595,000: 
its gross utility plant at yearend 1974 amounted to 
$719,865,000. Net system installed capability was 
2,670 MW to serve a 1974 net system maximum de- 
mand of 1,942 MW. giving a reserve margin of 728 MW 
(37.5%) over the last experienced maximum peak hour 
load. 


7(b). PSO owns and operates facilities for the generation, 
transmission and distribution of electricity for sale in 
eastern and southwestern Oklahoma. Its service area 
comprises about 30,000 square miles, and it served 
348,108 customers at the end of 1974. In 1974 its 
total energy sales amounted to 11,699,668,000 kWh. 


Gross operating revenues of PSO in 1974 amounted to 
$175,647,101; its gross utility plant at the end of 1974 
amounted to $700,841,000. System peak demand for 
1974 was 2,070 MW and net system capability at the 
time of system peak was 2,402 MW. resulting in a 
reserve margin of 332 MW (16.0%) of system peak 
demand. 


7(c). SWEPCO owns and operates facilities for the genera- 
tion, transmission and distribution of electricity for sale 
in northwestern Louisiana, northeastern Texas, and 
western Arkansas. Its service area comprises about 
25,000 square miles, and at the end of 1974 it served 
287,449 customers. In that year its total energy sales 
amounted to 9.415,636,000 kWh. Gross revenues of 
SWEPCO in 1974 amounted to $145,760,000; its gross 
utility plant at yearend amounted to $511.220.430. 
System peak demand was 1.932 MW in 1974. and the 
system net capability at the time of peak was 2,163 
MW. leaving an installed reserve margin of 231 MW 
(12.0%) of system peak. 


7(d). WTU owns and operates facilities for the genera- 
tion transmission and distribution of electricity for sale 
in west and central Texas. Its service area comprises 
52,380 square miles, and it served 130,674 customers 
at the end of 1974. During 1974 its total electric 
energy sales amounted to 3,654,173.000 kWh. Its 
gross operating revenues in 1974 amounted to 
$65,773,000; its gross utility plant at the end of 1974 
amounted to $234,377.874. Net system maximum 
demand was 712 MW in 1974, and system net capa- 
bility was 879 MW, leaving a reserve margin of 167 
MW or 23.5%. 


8(a). Physically, the CSW System comprises roughly 
three quarters of a circle with the center at north central 
Texas. The CSW subsidiaries are interconnected end 
to end around this arc, extending from CP&L in south 
Texas, between the Rio Grande and the Gulf of Mexico, 
through a relatively narrow corridor in west Texas (the 
northern division of WTU) to interconnect with PSO. 
PSO connects in eastern Oklahoma with SWEPCO, 
whose service area includes portions of eastern Texas 
and adjacent portions of Arkansas and Louisiana. 


8(b). Texas Utilities Company (“TU”), a nonaffiliated 
exempt intrastate holding company. serves through 
three subsidiaries the central portion of this area, in- 
cluding the Dallas-Ft. Worth metropolitan area. It is 
comparable in size to CSW and adjoins SWEPCO on 
the east, PSO on the north and CPL and WTU on the 
west and southwest. A separate portion of TU’s service 
area lies west of the northern division of WTU. Houston 
Lighting and Power Company (“HLP”), a nonaffiliated 
operating company, serves the south central portion 
of Texas, adjoining CP&L on the southwest. Various 
municipal, cooperative and smaller investor-owned 
electric utilities are also found in this general area. 


8(c). The three TU subsidiaries, HLP, two CSW sub- 
sidiaries, CP&L and WTU, the cities of Austin and San 
Antonio and the Lower Colorado River Authority oper- 
ate in electric synchronization as the Texas Inter- 
connected System (“TIS”). The interchange agreements 
among the members of TIS, including contracts by 
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such members with their respective wholesale cus- . Whether the electric utility facilities of the sub- 





tomers, in effect preclude direct or indirect exchange of sidiaries of CSW, supplemented as planned or 

electric energy between TIS and generating and electric proposed, are capable of being economically 

utilities outside of the State of Texas. Accordingly, operated as a single integrated and coordinated 

electric utility companies such as SWEPCO or PSO system; 

whose interconnected system extends in part or in 

whole beyond Texas are not included in TIS. TIS does 2. Whether the proposals presented by CSW and 

not operate in synchronization with interconnected its subsidiaries, with any amendments or mod- 

systems in other parts of the country. ifications which may be developed during the 

proceeding, represent a reasonable prospect 

8(d). When CP&L and WTU joined TIS, they ceased to of achieving such economical operation, and 

interchange electric energy with PSO and SWEPCO, what contingencies, if any, may affect carrying 

except for a special arrangement under which the north- out any of such proposals. 

ern division of WTU, adjacent to the Oklahoma border, 

may operate alternately with PSO or with TIS so long IT IS ORDERED accordingly that a hearing be held and 

as simultaneous interconnection is avoided. PSO and that evidence be adduced with respect to the fore- 

SWEPCO continue to operate in synchronization with going issues. 

each other and with the nonaffiliated members of the 

Southwest Power Pool. IT IS FURTHER ORDERED that CSW and its subsidiaries 
and any other person who appears in the proceeding 

8(e). The PTI report examines, as alternatives to the shall, pursuant to Rule 7 of the Commission's Rules of 

present mode of operation (mode 1), mode 2 in which Practice, file with the Secretary of the Commission on 

all CSW subsidiaries would operate in synchronization or before March 2, 1976, answers to the allegations set 

and interchange energy with electric utility companies forth in the Notice and Order herein and state their 

not members of TIS, but cease to be connected with positions on the above issues. Copies of answers and 

the other TIS members or their customers: and modes other pleadings filed by persons (other than CSW and 

3 and 4 in which all TIS members would operate in its subsidiaries) shall be served upon counsel for these 

synchronization with the Southwest Power Pool. companies 

Mode 3 assumes that the other TIS members would IT IS FURTHER ORDERED that a hearing be held at the 

continue to limit their interchange of energy to the two offices of the Securities and Exchange Commission, 500 

Texas subsidiaries of CSW. becoming involved in North Capitol Street. Washington, D.C. 20549, at a 

energy flow from out of state sources only indirectly date to be designated by the hearing officer in such 

through interconnections by those CSW subsidiaries room as may be designated by the hearing room clerk 

with their associate companies which in turn would be 

synchronized with other electric systems. This mode IT 1S FURTHER ORDERED that an Administrative Law 

would require CSW to supply all necessary interconnec- Judge, hereafter to be designated, shall preside at said 

tions and to design its system to serve as a bridge hearing. The officer so designated is hereby authorized 

between TIS and the rest of the country. to exercise all power granted to the Commission under 
Section 18(c) of the Act and to the hearing officer 

Mode 4 assumes interchange of energy by the other under the Commission's Rules of Practice. 

TIS members without geographical restriction, including 

direct interchanges between TU and CSW’s adjacent IT IS FURTHER ORDERED that the Secretary of the 

subsidiaries, PSO and SWEPCO. rather than by a detour Commission shall serve by certified mail a copy of this 

via CP&L and WTU. The mode 4 study was limited to Notice and Order upon counsel for CSW and its sub- 

the effect of such unrestricted interchange on the CSW sidiaries, Isham, Lincoln & Beale, One First National 

system, and does not consider in depth the effect Plaza, Suite 4200, Chicago, Illinois 60603, and upon 

upon members of TIS (other than CP&L and WTU) of counsel for the Complainants, Wheatley & Miller, 

interconnections between all TIS members and their 2600 Virginia Avenue, N.W., Washington, D.C. 20037: 

neighbors. and that notice to other interested persons shall be 
given by general release of the Commission and by 

8(f). Economies and efficiencies of the kind examined in publication of this Notice and Order in the Federal 

the PTI report derive principally from the ability to Register. Persons desiring to participate shall comply 

modify plans for construction of new generating plants with Rule 9 of the Commission's Rules of Practice. 

and transmission facilities to take advantage of aggre- 

gate regional resources. The report focuses on long- By the Commission. 

range savings in capital and fuel costs. Accordingly. 

significant potential savings commence several years George A. Fitzsimmons 

in the future under modes 3 or 4 but are expected to Secretary 

continue at a growing rate as the full effect of the 

changes is realized. 

It appears to the Commission that the following issues 





require consideration, but without prejudice to the pre- 
sentation of additional matters and questions upon PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
further examination: Release No. 19362/January 30, 1976 
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NOTICE OF PROPOSED AMENDMENTS TO FORM 
U5S AND RULE 48(b) UNDER THE PUBLIC UTILITY 
HOLDING COMPANY ACT OF 1935 (S7-614) 


(Comment Period Expires March 2, 1976 


The Securities and Exchange Commission today 

invited public comment on proposed modifications of 
Item 9(a) and Item 9(b) of Form U5S, the annual report 
for registered holding companies under the Public 
Utility Holding Company Act of 1935 (“Act”), and 
related amendments to Rule 48(b) under the Act. The 
amendments, if adopted, may be applied in preparing the 
U5S report for the calendar year 1975 due May 1, 1976. 


Item 9(a) of Form USS requires, in part, a report of total 
compensation to employees, other than officers, who 
during the year were paid $15,000 or more per annum 
either by one or in the aggregate by more than one of 
the system companies. Item 9(b) requires the identity 
and indebtedness of a director, officer, or employee 
included in Item 9(a), who was indebted to any or all 
of the system companies in an aggregate sum exceeding 
$10,000 during the reporting year or on whose behalf 
any such company guaranteed or assumed payment 

of such indebtedness. Rule 48(b) exempts from 
otherwise applicable requirements of the Act certain 
loans to officers or employees, or guarantees of 

such indebtedness, by any system company. The 
amendments are directed to adjusting the dollar 
amounts in Item 9(a) to reflect current levels of 
compensation and to relate more concretely the 
exemptive standards of Rule 48(b) and the disclosures 
required in Item 9(b). 


It is proposed to amend Item 9(a) by substituting 
$40,000 or more per year in place of $15,000. Item 
9(b) would be amended to limit the reporting 
requirement to an annual summary of aggregate loans 
or guarantees. Rule 48(b) would be amended to limit 
the extent of the exempted transactions and to provide 
for specific disclosures under the rule in lieu of the 
itemization now required. 


Purpose and Effect of the Amendments 


1. Item 9fa) 


The part of Item 9(a) of Form U5S, which is to be 
amended, was designed to secure disclosure of the 
magnitude of compensation of highly paid employees 
who are not officers and the allocation of their 
aggregate compensation among the companies in a 
registered holding-company system. Increasing salary 
levels for such employees have brought a large 
proportion of the total staff within the scope of the 
reporting data. In 1974 over 25,000 employees of 
registered systems were above this level. The original 
intent is no longer served by the $15.000 minimum 
salary base. 


lt appears appropriate to adopt the $40,000 level of 
compensation now used for comparable purposes in 
the annual report required under the Securities Exchange 
Act of 1934 (Form 10K, Item 13). That would seem 
adequate to indicate, on a systemwide basis, the 


aggregate compensation of employees in the upper 
range of the salary scale and the proportion in which 
it is distributed among the system companies. 


2. Item 9(b) 


When a loan is made to an officer or employee, the 
acquisition by a system company of the note or 
other evidence of indebtedness is, unless exempted 
pursuant to Section 9(c)(3), subject to Commission 
approval under Sections 9(a)(1) and 10 of the Act. When 
the loan is guaranteed or liability therefor is assumed 
by a system company, such guarantee or assumption of 
liability involves the issuance of a security which is 
prohibited under Section 6(a) unless authorized 
pursuant to Sections 6(b) or 7 of the Act. Rule 48(b) 
excludes these latter transactions from Section 6(a) 
pursuant to Section 3(d) of the Act. It now imposes 
no limit as to amount either for an individual or in 
the aggregate. The 1974 reports show over 600 loans 
aggregating over $10 million. The sole condition of the 
present rule is that the transactions be undertaken 
pursuant to a personnel policy of general applicability. 


It is proposed to amend Rule 48(b) by providing 
definite standards for exemption. With Rule 48(b) so 
amended, there should be no need for listing in 
Item 9(b) individual transactions with each officer 
or employee. The proposed amendment to Item 9(b) 
would substitute a summary of obligations 
of that character outstanding at the end of the year. 


The summary is to include all transactions whether 
or not exempt under Rule 48(b). The amended item 
9(b) will require identification of nonexempt 
transactions. If the nonexempt transaction is 
authorized or approved by Commission order, a 
reference, without further particulars, to the order of 
the Commission (by date and release number) is 
sufficient. An order is issued only after public notice and 
upon an application in which the identity of the officer 
or employee or other pertinent information is supplied. 


3. Rule 48(b) 


Rule 48(b) was adopted December 10, 1954 (Holding 
Company Act Release No. 12738) in response to a 
petition in which a registered holding company 
stated that it seemed necessary to assist relocated 
employees to finance the purchase of a new home and 
that an exemption was required to avoid the need for 
repetitious applications under the Act. Under the 
proposed amendment to Rule 48(b), a distinction is 
made between a loan or guarantee with respect to a 
residence occupied by an employee or that employee's 
family and other transactions. The financing of a home 
may involve amounts considerabiy larger than would 
be appropriate for other common kinds of financial 
assistance. With this exception, it is proposed to 
limit exempted advances or guarantees to not more 
than $10,000 at any one time outstanding for the 
benefit of any individual officer or employee. The 
limitation of the exemption would not preclude an 
application for an order authorizing a specific 
transaction under the appropriate provisions of 
the Act. 
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In case of a loan, by a system company the 
exemption of transactions under Rule 48(b) is derived 
from Section 9(c)(3) of the Act which authorizes the 
Commission to exempt acquisitions of securities 
“within such limitations, as the Commission may 

by rules... prescribe as appropriate in the ordinary 
course of business of a registered holding company 

or a subsidiary company thereof....” In the case of a 
guarantee or an assumption of liability, the exemption 
from Section 6(a) of the Act, which Rule 48(b) will 
continue to provide, rests on Section 3(d) which grants 
the Commission authority to exempt by rule any 
“specified class or classes of persons” from the 
requirements imposed by the Act “as subsidiary 
companies.” 


As now in effect. Rule 48(b) extends the exemption 
from Section 6(a) to a registered holding company. 
Section 3(d) does not authorize any such exemption. 
Rule 48(b), as to be amended, limits the exemption 
from Section 6(a) only to subsidiary companies. 

But this limitation will not invalidate outstanding 
transactions undertaken in reliance on the broader 
reading of Rule 48(b) as now in effect. Section 

20(d) of the Act provides that any transaction 
undertaken in good faith in reliance upon a rule is not 
rendered invalid if thereafter the rule is amended, 
rescinded, or determined to be invalid for any reason. 


Officers and directors are affiliates as defined in 
Sections 2(a)(11)(C). Rule 48(b) provides the necessary 
exemption for the affiliate aspect of the transaction 
pursuant to Section 3(d) which extends also to the 
status of persons as “affiliates.” 


The proposed amendment also specifies that the 
“personnel policy of general application’’ must have 
been adopted in writing by the board of directors of the 
company, or by a committee or an executive officer 
authorized so to act by the board of directors, and 
that such personnel policy must be communicated to 
the class of employees to which it applies. The 
statutory authority on which the exemption rests 
contemplates, as heretofore, that such policy be 
related to and appropriate in the ordinary course of 
business of the company. A copy of the personnel 
policy statements should be filed as an exhibit to 
the annual report (Form U5S) or as an amendment 
thereto. 


Text of the Proposed Amendments 


1. The identifying statement for the third tabulation 

in Part Il of Item 9(a) of Form U5S, and paragraph 3 of 
the instructions thereto are each amended to 
substitute “$40,000” for “$15,000.” 


2. Item 9(b) of Form USS is deleted and the following 
substituted therefor: . 


(b) Indebtedness of or guarantee of obligations of 
directors, officers, or employees. 


(1) State the total amount of indebtedness owed 
to each system company by officers, directors or 
employees at the end of the year, the number of 
persons so indebted, and the largest debt included 
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in the total. There may be excluded any advances for 
travel or other reimbursable expenses, advances 
intended to be collected from the next payment of 
compensation, and current indebtedness for goods or 
services sold in the ordinary course of the business 
of system companies. 


(2) If any system company has directly or 
indirectly assumed or guaranteed the indebtedness of 
any director, officer or employee, including the 
assumption of an obligation to purchase such 
indebtedness or otherwise to provide a means to 
pay it if the primary obligor fails to pay, state the 
total amount of such obligations of each system 
company outstanding at the end of the year, the 
number of persons, and the largest obligation 
included in the total. The amount shall be stated 
without deduction for possible payments by other 
persons or for the value of any property securing 
such obligations. 


(3) If during the year the aggregate indebtedness 
of any officer, director, or employee to all system 
companies, including any obligation incurred for the 
benefit of such person of the character described in 
paragraph (2) above, exceeded $10,000 and any part 
thereof arose from transactions not exempted by Rule 
48(b), identify (by release number and date) any 
order of the Commission authorizing the transaction, 
the date thereof, the original amount and the balance 
at the end of the year, whether it involved an officer or a 
director, and state why Commission authorization was 
not required. 


3. Rule 48(b) is deleted and the following substituted 
therefor: ) 


(b) Exemption in connection with loans to employees. 


Each registered holding company and any subsidiary 
company thereof is exempted from Section 9(a)(1) of 
Act with respect to the acquisition of any evidence of 
indebtedness from its employee in consideration of a 
loan made to such employee and each subsidiary of a 
registered holding company is exempted from Section 
6(a) of the Act with respect to the guarantee of 
indebtedness of its employee: 


(1) If such transaction is made pursuant to a 
personnel policy of general application adopted in 
writing by the board of directors of such company, or by 
a committee or executive officer authorized by the 
board of directors so to act and communicated to the 
class of employees to which it applies; and does not 
cause the total amount of guarantees and loans of all 
companies in the holding-company system to or for 
the account of such employee, outstanding at the time 
of the transaction, to exceed the sum of $10,000. 


(2) In computing the sum of $10,000, there 
may be excluded (i) bona fide advances to the employee 
for travel or other reimbursable expenses; (ii) current 
indebtedness of the employee for goods or services 
sold by the system companies in the ordinary course 
of their business; and (iii) any loan or guarantee 
secured by a first mortgage on a residence occupied 
by the employee or by that employee's family. 
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(3) Each company intending to avail itself of this 
exemption subsequent to the effective date of this 
rule shall file, as an exhibit or as an amendment 
to the system's annual report on Form USS. a copy of 
such personnel policy. If any loan or guarantee, 
exceeding $10,000, with respect to a first mortgage 
on a residence, is made to an officer or director 
subsequent to the effective date of this rule, the 
company shall also file, in the same manner, a 
statement of the amount of the obligation, the interest 
rate, terms of payment (which may be described by 
stating the number and amount of periodic payments) 
and the identity of the director or officer. 


As used in this rule, the term “employee” includes 
an officer, and does not include a director who is 

not an officer or employee; and the term “guarantee” 
includes the assumption of an indebtedness or of an 
obligation to purchase such indebtedness or otherwise 
to provide a means of payment if the primary obligor 
fails to pay. 


All interested persons are invited to submit their 
views and comments on the proposal in writing to 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549, on 
or before March 2, 1976. All such communications 
should be filed in triplicate and should refer to 

File No. S7-614 and will be available for public 
inspection. 

By the Commission. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19363 / January 30, 1976 


In the Matter of 


CONNECTICUT YANKEE ATOMIC POWER 
COMPANY 

P.O. Box 270 

Hartford, Connecticut 06101 


(70-5798) 


NOTICE OF PROPOSED ISSUE AND SALE OF NOTES 
TO BANKS AND TO A DEALER IN COMMERCIAL 
PAPER AND EXCEPTION FROM COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that Connecticut Yankee 
Atomic Power Company (“Connecticut Yankee”), an 
electric utility subsidiary company of Northeast Utilities 
Northeast”) and of New England Electric System 
"New England”), both of which are registered holding 
companies, has filed a declaration and an amendment 
thereto with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (“Act”), 
designating Sections 6 and 7 of the Act and Rule 50(a) 
(5) promulgated thereunder as applicable to the 


proposed transactions. All interested persons are 
referred to the declaration, which is summarized below, 
for a complete statement of the proposed transactions 


Connecticut Yankee proposes to issue and sell, from 
time to time on or before June 30, 1977. short-term 
securities in an aggregate principal amount not to 
exceed $35,000,000 outstanding at any one time 
Such securities will be in the form of short-term 
notes issued to banks or commercial paper issued to a 
dealer in such securities. 


The proposed bank notes will each be dated as of the 
date of issue, will have maximum maturity dates of 
nine months, will bear interest at a rate per annum 
not in excess of one percent (1%) above the prime rate 
in effect at the lending bank on the date of issue, and 
will be subject to prepayment at any time at 
Connecticut Yankee’s option without premium. The 
banks which will participate in Connecticut Yankee’s 
short-term borrowing program and the maximum 
commitment of each bank is as follows: 


The Chase Manhattan Bank 

New York, N.Y. $18,000,000 
The Connecticut Bank and Trust Company, 
Hartford, Connecticut $10,000,000 


$28,000,000 


The lines of credit are to be secured by a deposit of 

10% of the amount of the line at the time it is 
committed. In addition, at the time of the first borrowing 
pursuant to the line of credit. Connecticut Yankee will 
make an additional deposit (compensating balance) of 
10% of the entire committed line. Assuming a full 
20% compensating balance and borrowings at one 
percent (1%) above the prime rate. the effective cost 
of borrowing would be approximately 9.69%, based on 
an assumed prime interest rate of 6.75% 


Total 


The proposed commercial paper notes will be issued 
in denominations of not less than $50,000 and not 
more than $1,000,000, will have a maturity of no* 
more than 270 days, will not be repayable prior to 
maturity, and will be sold by Connecticut Yankee 
directly to Lehman Commercial Paper, Incorporated. 

a dealer in commercial paper, at the discount rate 

per annum prevailing at the date of issuance for 
commercial paper of comparable quality and of 

the particular maturity sold by public-utility 

issuers to commercial paper dealers. No commercial 
paper notes having a maturity of more than 90 

days will be issued at an effective interest cost which 
exceeds the effective interest cost at which Connecticut 
Yankee could borrow from banks in an amount at 
least equal to the principal amount of such 
commercial paper. No commission or fee will be 
payable in connection with the issuance and sales 

of the commercial paper. The commerical-paper 
dealer, 2s principal, will reoffer the commercial 

paper to institutional investors at a discount of no 
more than 1/8 of 1% per annum less than the pre- 
vailing discount rate to Connecticut Yankee in such 
manner as not to constitute a public offering. The 
commercial paper will be reoffered to not more than 
200 identified and designated customers in a list 
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(nonpublic) prepared in advance by the dealer. It is 
anticipated that the commercial paper will be held by 
customers to maturity, but if such customers desire 

to resell prior to maturity, the dealer, pursuant to a 
verbal repurchase agreement, will repurchase the 
commerical paper and reoffer the same to others in 
the group of 200 customers. 


The funds to be derived from the issuance and sale of 
bank notes and commercial par ~ will be applied 

by the company to repay $32,000,000 of existing 
bank notes and commercial paper outstanding as of 
January 19, 1976, pursuant to prior Commission 
authorization (File No. 70-5614), and for the purchase 
of an estimated $22,500,000 of additional nuclear 
fuel through June 30, 1977. Connecticut Yankee now 
contemplates, subject to Commission approval, the 
issue and sale at competitive bidding of up to 
$14,000,000 of bonds under its mortgage indenture 
during the second quarter of 1976. such bonds to be 
issued against the certification of additional property 
in the form of nuclear fuel. Upon the issue and sale 
of such bonds, the maximum borrowing limit herein 
proposed will be reduced by the amount of the 

net proceeds of any such sale. It is planned that 
some commercial paper and/or bank notes will 
remain outstanding as a continuing component of 
nuclear fuel financing. 


No fees or commissions, other than than the fee of 
this Commission, will be paid or incurred, directly or 
indirectly, in connection with the proposed transactions 
Incidental services, valued at an estimated $500, will 
be performed at cost by Northeast Utilities Service 
Company. an affiliated service company. It is stated 
that no State commission and no Federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. 


Connecticut Yankee requests that the issue and sale 
of its commercial paper notes be excepted from the 
competitive bidding requirements of Rule 50 pursuant 
to subparagraph (a)(5) thereof in view of the fact that 
current rates for commercial paper for prime borrowers 
such as Connecticut Yankee are readily ascertainable 
by reference to daily financial publications and that 

it is not practicable to invite competitive bids for 
commercial paper. Connecticut Yankee further requests 
that the certificates under Rule 24 be be filed on a 
quarterly basis with respect to the commercial paper. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 26, 1976, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 

such request, and the issues of fact or law raised by 
said declaration which he desired to controvert; or he 
may request that he be notified if the Commission 
should order a hearing thereon. Any such request should 
be addressed: Secretary. Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon the 
declarant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law. 
by certificate) should be filed with the request. At any 
time after said date, the declaration, as amended or as 
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it may be further amended, may be permitted to 
become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or 
the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponement thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 19364 / January 30, 1976 


in the Matter of 


MONONGAHELA POWER COMPANY 
Fairmont, West Virginia 


(70-5761) 


ORDER AUTHORIZING TRANSACTIONS RELATED 
TO FINANCING OF POLLUTING CONTROL FACILITIES 
AND GRANTING EXCEPTION FROM COMPETITIVE 
BIDDING 


Monogahela Power Company (“Monongahela”), an 
electric utility subsidiary company of Allegheny Power 
System, Inc., a registered holding company. has filed an 
application-declaration and amendments thereto with 
this Commission pursuant to Sections 9, 10 and 12 of 
Public Utility Holding Company Act of 1935 (“Act”) 
and Rule 50 promulgated thereunder regarding the 
following proposed transactions. 


Monongahela states that in order to comply with 
West Virginia's air quality standards regarding 
particulate emissions, it must construct and _ install 
certain air pollution control equipment (“pollution con- 
trol equipment”) at Unit No. 5 of its Rivesville 
generating station, located in Marion County. The 
pollution control equipment, the total cost of which is 
estimated not to exceed $2,600,000, has already been 
substantially completed. As of December 31, 1975. 
Monongahela had incurred construction costs of about 
$2,500,000. Monongahela intends to recover these 
construction costs and to defray future completion 
costs by entering into certain contractual arrange- 
ments with the Marion County Commission (County 
Commission”), which will provide financing by issuing 
one or more of its tax-exempt Pollution Control 
Revenue Bonds (“Bonds”) to Pittsburgh National 
Bank (“PNB”). 


Monongahela proposes to enter into a Purchase 
Agreement with the County Commission whereby 
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Monongahela will sell the pollution control equipment. 
as completed or still under construction, together 

with adjoining land (collectively, the “pollution control 
facilities”) to the County Commission. In exchange, 
Monongahela will receive cash in an amount equal to 
the book cost at the closing date of the pollution 
control facilities so conveyed. In addition, to the 

extent the pollution control equipment is unfinished at 
the closing date, Monongahela will complete the 
construction on behalf of the County Commission and 
will be reimbursed for the costs of completion as they 
are incurred. Although title to the pollution control 
facilities will be vested in the County Commission, 
Monongahela will retain the right to possess and 
operate them and will remain responsible for 
maintenance and taxes. 


It is further intended that the County Commission will 
issue the Bonds to PNB, pursuant to a trust indenture 
(“Indenture”) between the County Commission and 
PNB, as trustee, in an amount, not to exceed 
$2,600,000, sufficient to cover the total cost of the 
completed pollution control facilities plus transaction 
costs. If the proceeds derived from the sale of the 
Bonds are insufficient to meet the total cost of the 
pollution control facilities, however, Monongahela will 
complete the construction at its own expense. It is 
contemplated that the Bonds will have a term of 
approximately ten years, from the closing date to a 
date not later than March 15, 1986. and will bear 
interest, payable monthly, at a fluctuating rate (“Rate”) 
based on the prime rate (the rate in effect for 90 

day loans to commercial borrowers of substantial size 
and highest credit standing) offered by PNB (‘Prime 
Rate”). It is proposed that the Rate, determined 

initially on the closing date, will be 52% of the 

Prime Rate plus 2% of principal and will fluctuate 
thereafter on a daily basis. The proposed Indenture 
provides for a sinking fund pursuant to which 

$20,050 principal amount of the Bonds will be redeemed 
each month to maturity, such payments to commence 
March 1, 1976. 


lt is further proposed that Monongahela will reacquire 
the pollution control facilities by paying a purchase 
price sufficient to pay the principal of and interest 
on the Bonds and any reasonable transactional 
expenses incurred by the County Commission, in 
monthly installments equal to and concurrent with 
such amounts as are due from the County Commission 
to PNB under the Indenture. Title to the pollution 
control facilities will vest in Monongahela after 
retirement of the Bonds and payment of all additional 
amounts due or to become due. 


The proceeds from the sale of the Bonds will be 
deposited initially with the Trustee and will be applied 
to acquire, construct and install the pollution control 
facilities. Monongahela states that the proceeds it 
receives from the sale of the pollution control 

facilities will be added to its general funds to reimburse 
its treasury for expenditures made to construct and 
install the pollution control equipment and are 

expected to be used: (1) to complete construction of 
of the pollution control equipment: (2) to pay fees and 
expenses associated with proposed transaction; and, 


to the extent of any balance, (3) to defray costs of 
Monongahela’s construction program 


Monongahela states that it desires to consummate 
the proposed transactions because it has been advised 
that the cost of tax-exempt financings of this type 

will be substantially lower than that for similar 
financings which are not tax-exempt. Further, 
Monongahela requests that the execution of the 
Purchase Agreement be excepted from the competitive 
bidding requirements of Rule 50 on the basis that 
such requirement would be inappropriate and 
unnecessary in the public interest. 


The record is incomplete as to the fees and expenses 
to be incurred by Monongahela in connection with 
the proposed transactions. The West Virginia Public 
Service Commission and the Ohio Public Utilities 
Commission have authorized the proposed transactions. 
No other state commission and no federal commission, 
other than this Commission, has jurisdiction over 

the proposed transactions. 


Due notice of the filing of said application- 
declaration has been given in the manner prescribed 
in Rule 23 promulgated under the Act (HCAR No. 
19259), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary: 
and that it is appropriate in the public interest and 
in the interest of investors and consumers that said 
application-declaration, as amended, be granted and 
permitted to become effective: 


IT 1S ORDERED, Pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 
promulgated under the Act and subject to the 
reservation of jurisdiction herein contained. 


IT 1S FURTHER ORDERED that jurisdiction be, and 

it hereby is, reserved with respect to the fees and 
expenses to be incurred by Monongahela in connection 
with the transactions proposed in this proceeding. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19365 / January 30, 1976 


in the Matter of 


GEORGIA POWER COMPANY 
Atlanta, Georgia 


SEC DOCKET/1209 











(70-5592) 


SUPPLEMENTAL ORDER EXTENDING TIME FOR 
CONSUMMATION OF PREVIOUSLY AUTHORIZED 
SALE OF INTEREST IN ELECTRIC GENERATING 
AND TRANSMISSION FACILITIES 


Georgia Power Company (“Georgia”). an electric 

utility subsidiary of The Southern Company, a 
registered holding company, has filed a post-effective 
amendent to its previously amended declaration with 
this Commission pursuant to Section 12(d) of the 
Public Utility Holding Company Act of 1935 (“Act”) 
and Rule 24 promulgated thereunder as applicable to 
the following proposal. 


By order dated December 31, 1974 (HCAR No. 
18750), the Commission authorized Georgia to sell an 
undivided interest in electric generating units, 

together with transmission facilities associated 
therewith, to the Oglethorpe Electric Membership 
Corporation. The units involved were two nuclear 
generating units (“Hatch Units’) and two fossil fuel 
units (“Wansley Units’). 


In its declaration, Georgia stated that closing on 

the proposed sale of the Hatch Units was scheduled 
for January, 1975. The sale of these units has 

been consummated. Georgia also stated that the 
scheduled closing on the Wansley Units would be in 
late 1975. Georgia now states that the sale of the 
Wansley Units will not take place until mid-1976. 
Accordingly, it now requests, pursuant to Rule 
24(c)(1), that the Commission's order, insofar as it 
approved the sale of the Wansley Units, be extended 
through May 1. 1976. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the 
proposed sale of the Wansley Units. 


Upon the basis of the facts in the record, it is 

hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no 
adverse findings are necessary: and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said post-effective 
amendment, be permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said post-effective 
amendment be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
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Release No. 19366/January 30, 1976 
In the Matter of 


NORTHEAST UTILITIES 
174 Brush Hill Avenue 
West Springfield, Massachusetts 01089 


(70-5794) 


NOTICE OF ISSUE AND SALE OF COMMON STOCK 
AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Northeast Utilities 
(“Northeast’’), a registered holding company, has 

filed an application-declaration pursuant to the Public 
Utility Holding Company Act of 1935 (“Act”), desig- 
nating Sections 6, 7 and 12(c) of the Act and Rules 
42 and 50 promulgated thereunder as applicable to the 
following proposed transaction. All interested persons 
are referred to the application-declaration, which 

is summarized below, for a complete statement of the 
proposed transaction. 


Northeast proposes to issue and sell up to 6,000,000 
shares of its authorized but unissued common stock, par 
value $5 per share (“Common Stock”). Northeast 
estimates that the proposed sale of the Common Stock 
will provide it with aggregate cash proceeds of 
approximately $60,000,000. Northeast proposes to 
utilize the proceeds of the sale to make a capital 
contribution of $20,000,000 to Connecticut Light 
and Power Company and to repay, in part, the amount 
outstanding of Northeast’s short-term notes payable. 
The company expects that, at the time of the sale 

of the Common Stock, approximately $135,000,000 
of such notes will be outstanding. Northeast 

may, if it considers it desirable, stabilize the 

price of its common shares by the purchase of not 
more than 50,000 of such shares on the New York 
Stock Exchange, in the open market, or otherwise, 
on the three business days preceding and on 

the day on which the proposals for the purchase 

of the Common Stock are submitted, up to and 

until @ proposal is accepted or all proposals are 
rejected. Under the terms of the purchase agree- 
ment to be entered into with the winning bidder 

or bidders, any shares so purchased by Northeast, to- 
gether with the Common Stock, are to be taken up 
by the purchasers at the bid price. 


Northeast states that unfavorable market conditions 
that may exist at the time of the offering may force 
it to amend its application-declaration to seek an 
exception from the competitive bidding requirements 
of Rule 50. 


A statement of the fees and expenses to be incurred 
will be filed by amendment. It is stated that no 
State or Federaj] commission, other than this Com- 
mission, has jurisdiction over the proposed transaction. 





NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 24, 1976, request in 
writing that a hearing be held on such matter, stat- 
ing the nature of his interest, the reasons for such 
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request, and the issues of fact or law raised by the filing 
which he desires to controvert; or he may request 

that he be notified if the Commission should order 

a hearing thereon. Any such request should be ad- 
dressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 

such request should be served personally or by mail (air 
mail if the person being served is located more than 
500 miles from the point of mailing) upon the 
applicants-declarants at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. 

At any time after said date, the application-declaration, as 
filed or as it may be amended, may be granted and 
permitted to become effective as provided in Rules 20(a) 
and 100 thereof or take such other action as it 

may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will 
receive any notices or orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and 

any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19367/February 3, 1976 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


SYSTEMS FUELS, INC. 
New Orleans, Louisiana 


MiSSISSIPP! POWER & LIGHT COMPANY 
Jackson, Mississippi 


(70-5729) 


ORDER APPROVING SALE-LEASEBACK OF OIL 
STORAGE FACILITIES: GUARANTY BY HOLD- 
ING COMPANY OF LEASE OBLIGATIONS: AND 
GROUND LEASE BY ELECTRIC UTILITY 
SUBSIDIARY 


Middle South Utilities, Inc. (“Middle South”), a registered 
holding company, System Fuels, Inc. ("SFI"), its fuel 
procurement subsidiary, and Mississippi Power & 

Light Company (“MP&L"), an electric utility subsidiary, 
have filed post-effective amendments to a previously 
amended application-declaration with this Commission 
pursuant to Section 12(b) and 12(f) of the Public 
Utility Holding Company Act of 1935 (“Act”) as 
applicable thereto. 


Pursuant to orders of the Commission dated December 
17,1971 and December 17, 1973. issued under, 


among others, Sections 9(a) and 10 of the Act (HCAR 
Nos. 17400 and 18221), SFI has acquired and is 
completing construction on bulk oil storage and handling 
facilities for use by Middle South's operating utility 
subsidiaries, including those facilities (“Equipment”) 
located at MP&L’s Baxter Wilson Steam Electric 
Station near Vicksburg, Mississippi. SFI is financing the 
construction of the Equipment by borrowings from 
banks, with the obligations of SFi guaranteed by 
Middle South. (See HCAR No. 19188, the aggregate 
amount of $19.5 million. 


SFI now proposes to retire the bank borrowings and 
permanently finance the Equipment by means of a 
sale and leaseback arrangement to be entered into with 
General Electric Credit Corporation (“Owner’’). 

SFi will sell its interest in the Equipment to a trustee 
(“Owner Trustee”), designated as such by the 

Owner in a trust agreement between the Owner and 
the Owner Trustee, for an amount equal to SFIi's 
book cost on the closing date. At December 31, 1975. 
SFI's book cost (including interest during construc- 
tion) would equal approximately $20.2 million. 

The Owner Trustee will provide for the completion of 
construction of the Equipment through SFI, as 

its agent, at a presently estimated cost of $2.9 million. 


Simultaneously with the sale of the Equipment, SFi will 
enter into a lease (“Lease”) with the Owner Trustee. 
which will provide for an interim term to end not 

later than December 31, 1976, and a basic term of 25 
years thereafter, with two optional renewal periods 

of five years each. Under the Lease, SFI will operate and 
maintain the Equipment and bear the cost for other 
related expenses. The Lease will be non-cancellable and 
the rent thereunder shall not abate, except upon 
specified occurances, in which case there will be a 
partial termination and proportionate abatement. The 
rent during the interim period will equal 9% of the sum of 
the lessoi's cost (“Lessor’s Cost’), which includes 

all direct and indirect costs of the Equipment 
capitalizable by the SFI, plus amounts to be borrowed 
from institutional lenders (“Lenders”) and not ex- 
pendend on the cost of constructing the Equipment. 

In addition, SFI will pay as supplemental rent during the 
interim term a fee at the rate of 4% of 1% on the 
average unfunded balance of the Owner's maximum 
equity committment of $8,250,000. The rent during the 
basic term will be payable semi-annually at a rate 

of 4.51156% of the Lessor’s Cost. but that rate may be 
adjusted at the end of the interim term of the Lease 
to account for economic and tax circumstances 

then existing. 


SFI will also enter into a sublease (“Sublease”) with the 
Owner Trustee to acquire the land upon which por- 
tions of the Equipment are located together with related 
interests. The land constitutes a part of a larger 

tract of land now owned by MP&L and leased to SFI. 
Accordingly, as a preliminary step to the Sublease 
between SFI and the Owner Trustee, MP&L will 
transfer its interest in the land rights to the Owner 
Trustee under the terms of a ground lease, and SFI 
will subordinate and release its existing leasehold 
interest in the land rights for a term equal to the term 
of the ground lease. Semi-annual rent under the 
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Sublease payable by SFi to the Owner Trustee will 
not exceed $1,500 


In connection with the foregoing transactions, Middle 
South proposes to execute and deliver an agreement 
(“Guaranty Agreement’) whereby it will guaran- 

tee to the Owner and Owner Trustee all of SFi’s 
obligations under the lease and certain 

related documents. 


The Owner Trustee will finance the acquisition of the 
Equipment under construction and, through SFI, 
arrange for its completion with funds (representing 30% 
of Lessor’s Cost) to be advanced to the Owner 


Trustee by the Owner and with funds (representing the 


remaining 70%) to be obtained from the sale of non- 


recourse secured notes (“Notes”) by the Owner Trustee 


to the Lenders. It is estimated that the principal 
amount of the Notes will be $17.5 million. Any 
amount of the proceeds of the Notes in excess of the 


amount applied to the capitalized cost of the Equipment 


on the closing date will be held in escrow. The 


Notes will be secured by the Equipment, subject only to 


permitted liens and exceptions, by an assignment of 
the Owner Trustee’s interest in the Lease, and by 
the Guaranty Agreement executed by Middle South 
Rent payable under the Lease will be applied 

to pay principal and interest on the Notes. 


No State or Federal commission, other than this Commis- 


sion, has jurisdiction over the proposed transactions 


Due notice of the filing of said post-effective amendment. 


as amended, has been given in the manner prescribed 
in Rule 23 promulgated under the Act (HCAR No. 


19280), and no hearing has been requested of or ordered 


by the Commission. Upon the basis of the facts 
in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 


satisfied and that no adverse findings are necessary: and 


that it is appropriate in the public interest and in 
the interest of investors and consumers that said 


post-effective amendment be granted and permitted to 


become effective: 


IT IS ORDERED. pursuant to the applicable provisions of 


the Act and rules thereunder, that said post-effective 
amendment be, and it hereby is, granted and 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 


Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 


Release No. 19368/February 3, 1976 


In the Matter of 
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SOUTHWESTERN ELECTRIC POWER COMPANY 
Shreveport, Louisiana 71156 


CENTRAL AND SOUTH WEST CORPORATION 
Wilmington, Delaware 19899 


(70-5786) 


ORDER AUTHORIZING PROPOSED CAPITAL CONTRI- 
BUTION BY HOLDING COMPANY TO SUBSIDIARY 


Central and South West Corporation (“CSW”), a 
registered holding company, and Southwestern 
Electric Power Company (“SWEPCO”), one of CSW’s 
electric utility subsidiary companies, have filed an 
application-declaration with this Commission pursuant 
to Sections 6, 7, 9, 10 and 12(f) of the Public Utility 
Holding Company Act of 1935 (‘Act’) and Rule 45 
promulgated thereunder regarding the following 
proposed transaction. 


CSW proposes to make a $20,000,000 capital contribu- 
tion to SWEPCO. The capital contribution will be 
added to SWEPCO’s common stock capital account and 
will be used together with other funds for SWEPCO’s 
common stock capital account and will be used 
together with other funds for SWEPCO’s 1976 construc- 
tion and fuel exploration and development expenditures 
SWEPCO states that it expects to spend approximately 
the following amounts for construction of plant and for 
fuel exploration and development in 1976: 


Generation $63,799,000 
Transmission 19,409,000 
Distribution and 

.other plant 12.760,000 
Fuel exploration 

and development 6.277,000 
Total $102,245,000 


No state commission and no federal commission, other 
than this Commission, has jurisdiction over the pro- 
posed transaction. Fees and expenses to be incurred 
in connection with the proposed transaction are 
estimated at $3,000, including $950 in legal fees. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19332), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record 
it is hereby found that the applicable standards of 
the Act and the rules thereunder are satisfied and 
that no adverse findings are necessary; and that it 
iS appropriate in the public interest and in the 
interest of investors and consumers that said application- 
declaration be granted and permitted to become 
effective. 


IT IS ORDERED. pursuant to the applicable provisions of 
the Act and rules thereunder, that said application- 

declaration be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and 
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conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division, of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19369/February 3, 1976 


in the Matter of 


GULF POWER COMPANY 
Pensacola, Florida 


(70-5783) 


ORDER APPROVING AGREEMENT WITH COUNTY FOR 
CONSTRUCTION OF POLLUTION CONTROL EQUIP- 
MENT FINANCED BY SALE OF REVENUE BONDS: 
SALE TO COUNTY OF EXISTING POLLUTION 
CONTROL FACILITIES; EXCEPTION FROM COM- 
PETITIVE BIDDING 


Gulf Power Company (“Gulf”), an electric utility sub- 
sidiary company of The Southern Company, a registered 
holding company, has filed an application-declaration 
and amendments thereto with this Commission pursuant 
to Sections 6(b), 9(a), and 12(d) of the Public Utility 
Holding Company Act of 1935 (‘Act’), and Rules 
44(b)(3) and 50(a)(5) promulgated thereunder as appli- 
cable to the proposed transactions. 


Gulf owns an electric generating plant located in Escambia 
County, Florida (“County”). In order to comply with 
environmental control standards with respect to 

air and water quality, Gulf has and will undertake to 
construct certain facilities (“Project”) at this plant solely 
for this purpose. The total cost of the Project is 
presently estimated not to exceed $18 million. 


To finance the Project, Gulf proposes to enter into an 
Installment Sales Agreement (“Agreement”) with 

the County which will provide for the acquisition. 
construction and equipping of the Project by the County, 
and the issuance by the County, pursuant to an 
indenture (‘Indenture’) to be entered into be- 

tween the County and an indenture trustee (‘“Trustee’’), 
of its pollution control revenue bonds (‘Pollution 
Bonds”), in an amount not to exceed $18 million. 

The proceeds of the sale of Pollution Bonds will be de- 
posited by the County with the Trustee and will be 
applied to the payment of the cost of construction (as 
defined in the Agreement) of the Project. 


ltis further proposed, and the Agreement provides, that 
the Project will be sold in Gulf, the purchase price 

to be paid in semi-annual installments over a term of 
years. The purchase price shall be in an amount 
sufficient to pay the principal and interest on the Pollution 


Bonds as such amounts become due and payable. Gulf 
may prepay the purchase price (a) in whole or in part, at 
Gulf's option, at any time on or after ten years from 
the date of issuance of the Pollution Bonds, subject to 
payment of a premium equal initially to 3% of the principal 
amount and declining thereafter by 2 of 1% per year, 
and (b) in whole, at Gulf's option in certain other 
specified instances, without premium 


In order to obtain the benefit of a rating for the Pollution 
Bonds equivalent to the rating enjoyed by the first 
mortgage bonds outstanding under Gulf's bond indenture 
(“Mortgage”), Gulf proposes to issue a series of such first 
mortgage bonds (Collateral Bonds”) under the 
Mortgage. pursuant to a supplemental indenture (‘‘Sup- 
plemental Mortgage’). The Collateral Bonds, to be 
issued in a principal amount equal to the principal amount 
of the Pollution Bonds, will be deposited with the 
Trustee as security for Gulf's obligations under the Agree- 
ment. The Collateral Bonds will have a stated interest rate 
equal to the interest rate per annum to be borne by 
the Pollution Bonds, will mature on the maturity date 
of such Pollution Bonds, and will be non-transferable. 
The Supplemental Mortgage will provide, however, that 
until the Trustee shall have demanded mandatory 
redemption of the Collateral Bonds, no interest 

in respect of the Collateral Bonds shall be payable: and 
that upon acceleration of Pollution Bonds then out- 
standing by the Trustee, he may demand the mandatory 
redemption of the Collateral Bonds at a price equal 

to the principal amount thereof plus accrued interest. 
if any. to the date fixed for redemption. 


The Indenture will provide that, upon deposit of funds 
with or direction to the Trustee by Gulf to apply available 
funds, or upon delivery of outstanding Pollution Bonds 
sufficient to pay or redeem all or any part of the 
Pollution Bonds, the Trustee will be obligated to 
deliver to Gulf Collateral Bonds in an aggregate principal 
amount equal to that amount of Pollution Bonds for 
the payment or redemption of which such funds have been 
deposited or applied or which shall have been so 
delivered. 


It is stated that the Pollution Bonds are expected to be 
marketed pursuant to an arrangement between the 
County and a group of underwriters represented by an 
underwriter whose name will be supplied by amend- 
ment. In accordance with the laws of the State of Florida, 
the interest rate thereon will be fixed by the County. 
and the terms and sale of the Pollution Bonds must be 
satisfactory to Gulf, although Gulf will not be a 

party to the underwriting arrangement. The terms of the 
Pollution Bonds contain sinking fund provisions, which, 
in the aggregate, will retire at least twenty-five 
percent of the original issue by its final maturity date. 
Gulf further states that it is expected that the interest 
payable on the Pollution Bonds will be exempt, by 
ruling of the Internal Revenue Service, from federal in- 
come taxation. It is not possible to ascertain in advance 
precisely the interest rate which may be obtained 

in connection with the issuance of the Pollution 
Bonds, but Gulf is advised that tax-exempt bonds of like 
quality and tenor have historically carried an annual 
interest rate approximately one and one-half to two 
and one-half percent lower than comparable taxable long- 
term corporate bonds. 
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In order to comply with provision of Florida law 
authorizing the County to issue its revenue bonds for 
the purposes heretofore described, Gulf will be 
obligated to convey to the County such existing pollu- 
tion control facilities as are now owned by Gulf, subject 
to the Mortgage. The Agreements provide that Gulf 
will receive, out of the proceeds of the Pollution Bonds, 
an amount equal to Gulf's original cost for such 
existing facilities, which, upon conveyance to the 
County, will become a part of the Project which 

Gulf proposes to purchase as provided in the Agreement. 


For financial and accounting reporting purposes, the in- 
debtedness of Gulf under the Collateral bonds will be 
capitalized. The fees and expenses to be incurred in con- 
nection with this transaction are estimated at $64,000. 
including legal fees of $24,000 and trustee's fee of 
$20,000. The Florida Public Service Commission has 
authorized the issuance of Gulf's Collateral Bonds and the 
assumption by Gulf of its obligations under the Agree- 
ment. The issuance and delivery of its Collateral Bonds 
to the County are excepted from the competitive 
bidding requirements of Rule 50 by reason of clause 
(a)(5) thereof inasmuch as they are to be issued 

and delivered solely to secure Gulf's obligations to 

the County and no public offering by Gulf is to be made. 
No other State commission and no Federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19331), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of 

the Act and the rules thereunder are satisfied and that 
no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 


investors and consumers that said application-declaration, 


as amended, be granted and permitted to become 
effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


IT 1S FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to (i) the semi-annual in- 
stallment payment obligations to be undertaken by Gulf 
pursuant to the above proposals and (ii) the interest 
rate to be borne by Gulf’s collateral bonds, insofar 

as the foregoing matters are affected by the effec- 
tive interest rate or rates of the pollution control 
revenue bonds to be sold by the Board in connection with 
the transaction proposed in this proceeding. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


Geoarge A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19370/February 3, 1976 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-5448) 


ORDER APPROVING AMENDMENT TO TERMS OF 
AUTHORIZATION FOR SALE AND LEASEBACK OF 
NUCLEAR FUEL AND RELATED FACILITIES 


Arkansas Power & Light Company (“AP&L’). an elec- 
tric utility subsidiary of Middle South Utilities, Inc., a 
registered holding company, has filed a post-effective 
amendment to its previously amended application with 
this Commission pursuant to Sections 9(a) and 10 of the 
Public Utility Holding Company Act of 1935 (‘Act’) as 
applicable to the following proposal. 


By order dated June 3, 1974 (HCAR No. 18442), the 
Commission authorized AP&L to enter into a sale and 
leaseback arrangement (“Lease”) with Southwest Fuel 
Company (“Lessor”), a wholly-owned subsidiary of Broad 
Street Contract Services, Inc. (“BSC”), with respect to 
nuclear fuel and related facilities to be installed and 
used in AP&L’s Unit No. 1 of a new nuclear generating 
plant near Russellville, Arkansas. The Commission 
also denied a request for hearing filed jointly on be- 
half of eight whole sales customers of AP&L. 


Under the terms of the Lease, the amount of quarterly 
lease payments by AP&L are measured by, among other 
things, the cots incurred by the Lessor in connection with 
its acquisition of the nuclear fuel assembly. Lessor is 
financing the acquisition by issuing commercial paper 
under the terms of a credit agreement (“Credit Agree- 
ment’) with Pacific National Bank (“Bank”). The com- 
mercial paper is supported by letters of credit issued by 
the Bank. One of Lessor’s costs under the Credit Agree- 
ment is for fees paid to the Bank in consideration for the 
Bank's letters of credit. These fees, as authorized, were 
.6% per annum of the average principal amount of the 
Bank's obligations thereunder. As a result of increases in 
the fees charged by the Bank for similar commercial 
paper loans, the Fuel Company and the Bank have now 
amended the terms of the Credit Agreement to provide 
for the payment to the Bank of a quarterly fee of 1.10% 
per annum on the average principal amount of the obii- 
gations fo the Bank under the Letters of Credit. 


AP&L states that its costs under the Lease, as increased 
as a result of the amendment to the Credit Agreement 
between Lessor and the Bank, continue to be substan- 
tially less than if the nuclear fuel assembly were owned 
by AP&L or if its acquisition were financed by Lessor 
under the terms of any other available loan arrangement 
In support thereof, it submits the following computation 
comparing the effective costs under the Lease, as 
authorized, with the effective costs reflected by the pro- 
posed amendment to the Credit Agreement: , 
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AP&L Revised 
Computation AP&L 
in Order Computation 
Commercial paper 
rate 9.000% 6.250% 
Dealers’ discount (included) (included) 
Bank fee .600 1.100 
BSC administrative 
fee .125 .125 
Amortization of 
initial costs .098 .098 
Depository and 
other recurring 
costs _— — 
Total 9.823% 7.573% 
Effective costs 
after all allowances 
for Federal and 
State taxes 4.80% 3.70% 


No Federal or State commission, other than this Com- 
mission, has jurisdiction over the proposed amendment 
to the Lease and Credit Agreement. 


Due notice of the filing of said post-effective amendment 
has been given in the manner prescribed in Rule 23 

promulgated under the Act (HCAR No. 19334), and no 
hearing has been requested of or ordered by the Com- 
mission. Upon the basis of the facts in the record, it is 
hereby found that the applicable standards of the Act and 
the rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and con- 
sumers that said post-effective amendment be granted: 


IT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said post-effective 
amendment be, and it hereby is, granted forthwith, sub- 
ject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19371/February 3, 1976 


In the Matter of 


CONSOLIDATED GAS SUPPLY CORPORATION 
Clarksburg, West Virginia 


(70-5787) 


ORDER APPROVING PROPOSAL TO RELINQUISH 
FIRST MORTGAGE ON REAL PROPERTY IN RETURN 


FOR SECOND MORTGAGE AND PROMISSORY NOTE 


Consolidated Gas Supply Corporation (“Gas Supply”). a 
wholly-owned subsidiary of Consolidated Natural Gas 
Company, a registered holding company, has filed an ap- 
plication-declaration and an amendment thereto with this 
Commission pursuant to Sections 9(a) and 10 of the Pub- 
lic Utility Holding Company Act of 1935 ("‘Act’’) and Rule 
40 promulgated thereunder as applicable to the proposed 
transaction. 


It is stated that on October 19, 1973 Gas Supply con- 
veyed a tract of 123 acres located in Hackers Creek Dis- 
trict, Lewis County, West Virginia, to Lewis County Devel- 
opment Company (“Development Company”). Develop- 
ment Company is a non-stock, non-profit West Virginia 
Corporation organized to construct industrial buildings for 
new industries in order to stimulate employment in and 
the economy of Lewis County, West Virginia. In con- 
sideration of the conveyance, Development Company 
agreed that Gas Supply would share in the proceeds 
from the sale of parcels of the land. Thereafter, Develop- 
ment Company applied to the Industrial Development 
Authority of the State of West Virginia for a loan in the 
amount of $250,000. The loan was approved on the con- 
dition that the agreement with Gas Supply be rescinded 
and the State Authority be granted a first deed of trust to 
secure its loan. It is therefore proposed that, in lieu of the 
original arrangement with Development Company, Gas 
Supply acquire a demand promissory note in the amount 
of $100,000, to bear interest at the rate of 10% per year. 
secured by a second deed of trust. 


It is stated that no State commission and no Federal 
commission, other than this Commission, has jurisdiction 
over the proposed transaction. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 19337), and no hearing 
has been requested of or ordered by the Commission. 

Upon the basis of the facts in the record, it is hereby 

found that the applicable standards of the Act and the 

rules thereunder are satisfied and that no adverse find- 
ings are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 

that said application-declaration, as amended, be granted 
and permitted to become effective: 


IT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application- 
declaration, as amended, be. and it hereby is, granted and 
permitted to become effective forthwith. subject to the 
terms and conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 19372/February 3, 1976 
In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


(70-5799) 


NOTICE OF PROPOSED AMENDMENT TO CERTIFI- 
CATE OF INCORPORATION: SOLICITATION OF 
PROXIES IN CONNECTION THEREWITH 


NOTICE IS HEREBY GIVEN that Consolidated Natural 
Gas Company (‘Consolidated’), a registered holding 
company, has filed a declaration, and an amendment 
thereto. with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (‘Act’), designa- 
ting Sections 6(a), 7 and 12(e) of the Act and Rules 62 
and 65 promulgated thereunder as applicable to the fol- 
lowing proposed transaction. All interested persons are 
referred to the amended declaration, which is sum- 
marized below, for a complete statement of the proposed 
transaction. 


Under Article Fourth of Consolidated’s Certificate of In- 
corporation (“Charter’’), the company’s common share- 
holders have the preemptive right to subscribe to any 
authorized and unissued shares of common stock, except 
when such shares are authorized by Consolidated’s Board 
of Directors to be: (1) issued to finance the acquisition of 
operating properties or an interest therein or securities 
of a public utility or natural gas company; or (2) sold to or 
through underwriters who shall have agreed to make a 
prompt public reoffering thereof. 


Consolidated now proposes to amend its Charter to per- 
mit its Board of Directors to issue and sell, without first 
making an offering to its existing common shareholders 
on a subscription basis, unissued shares of common 
stock presently or hereafter authorized to (1) any em- 
ployee stock ownership plan which may be adopted by 
Consolidated or any of its subsidiaries whereby Consoli- 
dated would be permitted by Federal tax law to fund the 
plan by reducing its taxes in an amount equal to such 
funding: and (2) any dividend reinvestment plan, with 
respect to Consolidated’s common stock. 


Consolidated states that Article Fourth, as it is presently 
drawn, effectively limits the company to raising equity 
capital through public offerings, and limits the use of em- 
ployee stock ownership plans to encourage employee 

savings. It is believed that the proposed amendment will 
provide greater flexibility in raising additional amounts of 
capital at an economical cost inasmuch as the dividend 
reinvestment and empioyee stock ownership plans which 
Consolidated intends to establish will not involve under- 
writing fees and because the price to be paid to Con- 
solidated under such pians would be based on a market 
price not subject to the depressing effect that public of- 
ferings customarily have on share prices in the market 


Consolidated only seeks authorization to amend its Char- 
ter, in the manner set forth above, and to solicit proxies 
of its shareholders in connection therewith to be used at 
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Consolidated’s annual meeting of shareholders to be held 
on May 18, 1976. Any actual issue or sale of common 
stock under Consolidated’s employee stock ownership or 
dividend reinvestment plans will be the subject of future 
filings with this Commission 


The fees, expenses and commissions paid or incurred in 
connection with the proposed transaction will total 
$5.300, exclusive of expenses normally incurred in print. 
ing and mailing proxy material for Consolidated’s annual 
meeting of stockholders. It is stated that no State or 
Federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 27, 1976, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the 
issues of fact or law raised by said amended declaration 
which he desires to controvert; or he may request that he 
be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: Secre- 
tary, Securities and Exchange Commission, Washington 
D.C. 20549. A copy of such request should be served 
personally or by mail (air mail if the person being served 
is located more than 500 miles from the point of mailing) 
upon the declarant at the above-stated adress, and proof 
of service (by affidavit or. in case of an attorney at law, by 
certificate) should be filed with the request. At any time 
after said date, the declaration, as amended or as it may 
be further amended, may be permitted to become effec- 
tive as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act. or the Com- 
mission may grant exemption from its rules as provided 
in Rules 20(a) and 100 thereof or take such other action 
as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19373/February 4, 1976 


In the Matter of 

MAINE YANKEE ATOMIC POWER COMPANY 
9 Green Street 

Augusta, Maine 04330 

(70-5804) 


NOTICE OF PROPOSED ISSUE AND SALE OF DEMAND 
NOTES TO BANKS 


NOTICE IS HEREBY GIVEN that Maine Yankee Atomic 
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Power Company (“Maine Yankee”), an electric utility 
subsidiary company of both New England Electric System 
and Northeast Utilities, both registered holding com- 
panies, has filed an application with this Commission pur- 
suant to the Public Utility Holding Company Act of 1935 
(“Act”) designating Section 6(b) of the Act and Rule 
50(a) (2) promulgated thereunder as applicable to the 
proposed transaction. All interested persons are referred 
to the application, which is summarized below, for a com- 
plete statement of the proposed transaction. 


Maine Yankee proposes to issue and sell up to 
$23,000,000 aggregate principal amount of notes 
(“notes”) to three banks, as follows: The First National 
Bank of Boston, $13,000,000; New England Merchants 
National Bank, $5,000,000 and Manufacturers Hanover 
Trust Company, $5,000,000. Proceeds from the sale of 
the notes are to be used to (i) pay at maturity 
$15,000,000 aggregate principal amount of Maine 
Yankee’s 7 2% debentures, Series A, Due March 1, 1976, 
and (ii) provide working capital. 


Borrowings from The First National Bank of Boston will 
bear interest at the prime rate in effect at that bank from 
time to time plus a 15% compensating balance. Borrow- 
ings from the New England Merchants National Bank 
will bear interest at that bank's prime rate plus a com- 
pensating balance requirement of 10% of the line of 
credit plus 10% of the amount borrowed under the line of 
credit from time to time. Borrowings from Manufacturers 
Hanover Trust Company will bear interest at 125% of that 
bank's prime rate of interest in effect from time to time, 
with no compensating balance requirement. The notes 


are to be demand notes and may be paid at any time with- 


out premium or penalty. Assuming a 62% prime rate, the 
effective borrowing cost from each of the three banks 
would be 7.65%, 8.125% and 8.125% per annum, 
respectively. 


ltis stated that no state commission and no federal com- 
mission, other than this Commission, has jurisdiction 

over the proposed transaction. Fees and expenses to be 
incurred in connection with the proposed transaction are 
estimated at $3,500, including attorney's fees of $1,500. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 26, 1976, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the 
issues of fact or law raised that he be notified if the Com- 
mission should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such 
request should be served personally or by mail (air mail if 
the person being served is located more than 500 miles 
from the point of mailing) upon the applicant at the 
above-stated address, and proof of service (by affidavit 
or, in case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application, as it may be amended, may be granted as 
provided in Rule 23 of the General Rules and Regula- 
tions promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 


any notices and orders issued in this matter, including the 
date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 19374/February 5, 1976 


In the Matter of 

CENTRAL POWER AND LIGHT COMPANY 
P. O. Box 2121 

Corpus Christi, Texas 78403 


CENTRAL AND SOUTH WEST CORPORATION 
P. O. Box 1631 
Wilmington, Delaware 19899 


(70-5802) 


NOTICE OF PROPOSED CAPITAL CONTRIBUTION BY 
HOLDING COMPANY TO SUBSIDIARY 


NOTICE IS HEREBY GIVEN that Central and South 
West Corporation (“CSW”). a registered holding com- 
pany. and Central Power and Light Company (“CPL”). 
one of CSW’s electric utility subsidiary companies, 
have filed an application-deciaration with this Commis- 
sion pursuant to the Public Utility Holding Company 
Act of 1935 (“Act”) designating Sections 6(a), 7, 9, 10 
and 12(f) of the Act and Rules 43 and 45 promulgated 
thereunder as applicable to the proposed transaction. 
All interested persons are referred to the application- 
declaration, which is summarized below, for a complete 
statement of the proposed transaction. 


CSW proposes to make a $20,000,000 capitai contribu- 
tion to CPL. The capital contribution will be added to 
CPL’s common stock capita! account and will be used 
together with other funds for CPL’s 1976 construction 
and fuel exploration and development expenditures. CPL 
states that it expects to spend approximately the follow- 
ing amounts for construction of plant and for fuel 
exploration and development in 1976: 


Generation $ 86,146,000 
Transmission 8.766.000 
Distribution and other plant 22,987,000 
Fuel exploration and development 6.860.000 

Total $124.759.000 


It is stated that no state commission and no federal 
commission, other than this Commission, has jurisdic- 
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tion over the proposed transaction. Fees and expenses 
to be incurred in connection with the proposed trans- 
action are estimated at $3,000, including legal fees of 
$950. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 1, 1976, request in writing 
that a hearing be held on such matter, stating the 
nature of his interest. the reasons for such request, and 
the issues of fact or law raised by said application- 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such re- 
quest should be served personally or by mail (air mail 
if the person being served is located more than 500 miles 
from the point of mailing) upon the application- 
declarants at the above-stated addresses, and proof of 
service (by affidavit or, in case of an attorney at law, by 
the application-declaration, as filed or as it may be 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether.a hearing is 
ordered will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) and 
any postponements thereof. 









































For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19375/February 5, 1976 


'n the Matter of 


METROPOLITAN EDISON COMPANY 
2800 Pottsville Pike, Muhlenberg Township 
Berks County, Pennsylvania 19605 


(70-5795) 


NOTICE OF PROPOSED ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Metropolitan Edison 
Company (‘‘Met-Ed”), an electric utility subsidiary com- 
pany of General Public Utilities Corporation, a-registered 
holding company, has filed an application with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Section 6(b) 
of the Act and Rule 50 promulgated thereunder as 
applicable to the proposed transaction. All interested 
persons are referred to the application, which is sum- 
marized below, for a complete statement of the proposed 
transaction. 
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Met-Ed proposes to issue and sell, subject to the com. 
petitive bidding requirements of Rule 50 under the Act 
up to $50,000,000 principal amount of First Mortgage 
Bonds, due not later than March 1, 2006 (“Bonds”) 
The interest rate (which shall be a multiple of 1/8 of 1% 
and the price (which shall be not less than 98% and no 
more 101% of the principal amount of the Bonds, plus 
accrued interest from March 2, 1976 to the date of 
delivery) will be determined by competitive bidding 
The bidding procedure will not establish a minimum 
or maximum interest rate within which bids may be sub- 
mitted. The Bonds will be issued under the Indenture 
dated as of November 1, 1944, between Met-Ed and 
Morgan Guaranty Trust Company of New York, Trustee 
as heretofore supplemented and amended, and as to be 
further supplemented and amended by a Supplements 
Indenture to be dated as of March 1, 1976. None of 
the Bonds may be redeemed at the option of Met-Ed 
prior to March 1, 1981, if the funds for such redemp- 
tion are obtained at an interest cost lower than the yield 
of the Bonds, except under certain circumstances. Met 
Ed will notify prospective bidders, not less than 72 hours 
prior to the time for receiving bids, of the maturity date 
of the Bonds and whether tha Bonds will include a 
mandatory redemption provision, beginning in 1982, to 
redeem annually for cash a specified percentage (not 
to exceed 4%) of the aggregate principal amount of the 
Bonds to be originally issued. 


The entire proceeds (exclusive of any premium or dis- 
count and accrued interest) from the sale of the Bonds 
will be applied to the payment at or before maturity 
of all of Met-Ed’s approximately $6,000,000 of short- 
term bank loans expected to be outstanding at the date 
of sale of the Bonds and for construction expenditures 
The estimated cost of Met-Ed’s 1976 construction pro- 
gram is approximately $90,000,000 (including allow- 
ance for, funds used during construction). Met-Ed’s 
1977 construction program is estimated to be approx- 
imately $80,000.000. 


The fees and expenses to be incurred by Met-Ed in 
connection with the proposed transaction are estimated 
at $150,000, including legal fees of $39,000. Printing 
and engraving expenses are estimated at $63,000. 
Fees of counsel for the underwriters, to be paid by the 
successful bidders, will be supplied by amendment. 
It is stated that the Pennsylvania Public Utility Com- 
mission has jurisdiction over the proposed transaction 
and that no other state commission and no federal 
commission, other than this Commission, has jurisdiction 
over the prpposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 2, 1976, request in writing 
that a hearing be held on such matter, stating the 
nature of his interest, the reasons for such request, and 
the issues of fact or law raised by said application 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request should 
be served personally or by mail (air mail if the person 
being served is located more than 500 miles from the 
point of mailing) upon the applicant at the above-stated 
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address, and proof of service (by affidavit or, in case of 
an attorney at law, by certificate) should be filed with the 
request. At any time after said date. the application, 
as filed or as it may be amended, may be granted 

as provided in Rule 23 of the General Rules and Regula- 
tions promulgated under the Act. or the Commission 
may grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other action 
as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 








investment Company Act of 1940 
Rel. 9093A/February 2, 1976 


In the Matter of 


FIRST NATIONAL CITY BANK 

CITICORP INVESTMENT MANAGEMENT, INC. 
399 Park Avenue 

New York, New York 

(801-9087) 


ORDER PURSUANT TO SECTION 9(c) OF THE ACT 
EXEMPTING APPLICANTS FROM THE PROVISIONS OF 
SECTION 9(a) OF THE ACT 


First National City Bank (“FNCB”) filed an application 
pursuant to Section 9(c) of the Investment Company Act 
of 1940 (“the Act”) on June 25, 1975 for an order 
permanently exempting FNCB and its affiliates from the 
provisions of Section 9(a) of the Act. 


On November 7, 1975, a notice was issued (Investment 
Company Act Release No. 9021) of the filing of the ap- 
plication. The notice gave interested persons an oppor- 
tunity to request a hearing and stated that an order 
disposing of the application might be issued on the 
basis of the information therein unless a hearing should 
be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter having been considered, it is found that the 
granting of the requested permanent exemption, pur- 
Suant to Section 9(c) of the Act, from the provisions 
of Section 9(a) of the Act as noted below is appropriate 
in the public interest and consistent with the protection 


of investors and the purposes fairly intended by the 
policy and provisions of the Act. 


IT iS ORDERED pursuant to Section 9(c) of the Act 
that FNCB and its affiliates, including Citicorp Invest- 
ment Management, Inc., are hereby permanently 
exempted from the provisions of Section 9(a)' of the 
Act operative as a result of the entry of the injunction 
against the First National City Trust Company (Bahamas) 
Limited in Securities and Exchange Commission v. 
Everest Management Corporation, et al. (71 Civ. 4932) 


By the Commission. 


George A. Fitzsimmons 
Secretary 


‘ Inadvertently shown as Section 9(c) in Release No. 
9093 dated December 22, 1975 appearing in Volume 
8 No. 12 of the SEC Docket. 





INVESTMENT COMPANY ACT OF 1940 
Rei. No. 9140/January 30, 1976 


In the Matter of 


COLONIAL VENTURES, INC. 
75 Federal Street 
Boston, Massachusetts 02110 


(811-1579) 


APPLICATION FOR AN ORDER PURSUANT TO 
SECTION 8(f) OF THE ACT DECLARING THAT 
COMPANY HAS CEASED TO BE AN INVESTMENT 
COMPANY 


NOTICE IS HEREBY GIVEN that Colonial Growth 
Shares, Inc. (“Growth”), an open-end management in- 
vestment company registered under the Investment 
Company Act of 1940 (“Act”), filed an application on 
December 29, 1975. pursuant to Section 8(f) of the Act 
on behalf of Colonial Ventures, Inc. (“Ventures”), an 
open-end management investment company registered 
under the Act on January 2, 1968, for an order of the 
Commission that Ventures has ceased to be an invest- 
ment company and that Ventures’ registration as an in- 
vestment company has ceased to be in effect. All 
interested persons are referred to the application on file 
with the Commission for a statement of the representa- 
tions contained therein which are summarized below. 


On August 7, 1975, Ventures entered into an Agreement 
of Merger and Plan of Reorganization (“the Agreement”) 
with Colonial Equities, Inc. (“Equities”) and Growth, 
both registered open-end, diversified, management in- 
vestment companies, pursuant to which Equities and 
Ventures would be merged into and with Growth, and 
Growth would be the surviving corporation. The Agree- 
ment was approved by the shareholders of Equities, 
Ventures and Growth, and the merger was consummated 
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on November 21, 1975 (the “Effective Date”). An 
amendatory order of the Commission under Section 
17(b) of the Act and pursuant to Section 17(d) of the 
Act and Rule 17d-1 thereunder was issued on October 
20, 1975. pertaining to the merger and the trans- 
actions incident thereto. 


The Articles of Merger were filed with the Secretary of 
the Commonwealth of Massachusetts on November 21, 
1975, and, accordingly, the separate corporate existence 
of Ventures for all purposes of the laws of Massachusetts 
ceased as of the Effective Date. As of the Effective 
Date and thereafter Ventures had no assets or liabilities 
or creditors, all of its assets having been transferred to 
and its liabilities and obligations assumed by Growth 
pursuant to the merger. 


As of the Effective Date Growth registered in the name 
of each holder of record of shares of Ventures’ stock 
(except with respect to such shares as were automat- 
ically converted into cash, without any action on the 
part of such holder) the number of shares of Growth 
common stock into and for which shares of Ventures’ 
stock registered in the name of such recordholder had 
been converted pursuant to the Agreement. 


Colonial Management Associates, Inc. (“CMA”). the 
investment adviser to and principal underwriter of 
Ventures immediately prior to the Effective Date has 
agreed to assume and be solely responsible for all of the 
expenses incurred by Ventures incident to the merger 
provided for in the Agreement. Pursuant to the Agree- 
ment, Growth, among other things. is deemed to have 
assumed and shall be liable for all liabilities and obliga- 
tions of Ventures in the same manner and to the same 
extent as if Growth had itself incurred such liabilities 
or obligations. 


Growth submits on behalf of Ventures that Ventures 

is not an investment company within the meaning of 
Section 3(a) of the Act and that its registration as an 
investment company should cease to be in effect. 


Section 8(f) of the Act states, among other things, 
that whenever the Commission, on its own motion or 
upon application, finds that a registered investment 
company has ceased to be an investment company. it 
shall so declare by order and upon the taking effect of 
such order the registration of such company shall 
cease to be in effect. 


NOTICE IS HEREBY GIVEN that any interested person 
may, not later than February 25, 1976, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as to 
the nature of his interest, the reason for such request, 
and the issues, if any. of fact or iaw proposed to be 
controverted, or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D.C. 
20549. A copy of such request shall be served personally 
or by mail (air mail if the person being served is located 
more than 500 miles from the point of mailing) upon 
Ventures at the address stated above. Proof of such 
service (by affidavit, or in case of an attorney-at-law, 
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by certificate) shall be filed contemporaneously with 
the request. As provided by Rule O-5 of the Rules and 
Regulations promulgated under the Act. an order dis- 
posing of the matter will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the Commission's 
own motion. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the 
date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9141/January 30, 1976 


In the Matter of 


COLONIAL EQUITIES, INC. 
75 Federal Street 
Boston, Mass. 02110 


(811-1418) 


APPLICATION FOR AN ORDER PURSUANT TO 
SECTION 8(f) OF THE ACT DECLARING THAT 
COMPANY HAS CEASED TO BE AN INVESTMENT 
COMPANY. 


NOTICE IS HEREBY GIVEN that Colonial Growth 
Shares, Inc. (“Growth”), an open-end management in- 
vestment company registered under the Investment 
Company Act of 1940 (“Act”), filed an application on 
December 29, 1975, pursuant to Section 8(f) of the 
Act on behalf of Colonial Equities, Inc. (“Equities”), an 
open-end management investment company registered 
under the Act on August 15, 1966, for an order of the 
Commission that Equities has ceased to be an investment 
company and that its registration as an investment com- 
pany has ceased to be in effect. All interested persons 
are referred to the application on file with the Commis- 
sion for a statement of the representations contained 
therein which are summarized below. 


On August 7, 1975, Equities entered into an Agreement 
of Merger and Plan of Reorganization (“the Agreement’) 
with Colonial Ventures, Inc. (‘Ventures’) and Growth, 
both registered open-end, diversified, management 
investment companies, pursuant to which Equities and 
Ventures would be merged into and with Growth, and 
Growth would be the surviving corporation. The Agree- 
ment was approved by the shareholders of Equities, 
Ventures and Growth, and the merger was consum- 
mated on November 21, 1975 (the “Effective Date’). 
An amendatory order of Ithe Commission under Section 
17(b) of the Act and pursuant to Section 17(d) of the 
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Act and Rule 17d-1 thereunder was issued on October 
20, 1975, pertaining to the merger and the trans- 
actions incident thereto. 


The Articles of Merger were filed with the Secretary of 
the Commonwealth of Massachusetts on November 21, 
1975, and, accordingly, the separate corporate existence 
of Equities for all purposes of the laws of Massachusetts 
ceased as of the Effective Date. As of the Effective 
Date and thereafter Equities had no assets or liabilities 
or creditors, all of its assets having been transferred 

to and its liabilities and obligations assumed by Growth 
pursuant to the merger. 


As of the Effective Date Growth registered in the name 
of each holder of record of shares of Equities’ stock 
(except with respect to such shares as were automat- 
ically converted into cash, without any action on the 
part of such holder) the number of shares of Growth 
common stock into and for which shares of Equities’ 
stock registered in the name of such recordholder 

had been converted pursuant to the Agreement. 


Colonial Management Associates, Inc. (“CMA”), the 
investment adviser to and principal underwriter of 
Equities immediately prior to the Effective Date has 
agreed to assume and be solely responsible for all the 
expenses incurred by Equities incident to the merger 
provided for in the Agreement. Pursuant to the Agree- 
ment, Growth, among other things, is deemed to have 
assumed and shall be liable for all liabilities and obliga- 
tions of Equities in the same manner and to the same 
extent as if Growth had itself incurred such liabilities 
or obligations. 


Growth submits on behalf of Equities that Equities is 
not an investment company within the meaning of 
Section 3(a) of the Act and that its registration as an 
investment company should cease to be in effect. 


Section 8(f) of the Act states, among other things, 

that whenever the Commission, on its own motion or 
upon application, finds that a registered investment 
company has ceased to be an investment company, it 
shall so declare by order and upon the taking effect of 
such order the registration of such company shall cease 
to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 25, 1976, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such re- 
quest, and the issues, if any, of fact or law proposed to 
be controverted, or he may request that he be notified 
if the Commission should order a hearing thereon. Any 
such communication should be addressed: Secretary. 
Securitiesd and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being 
served is located more than 500 miles from the point 
of mailing) upon Equities at the address stated above. 
Proof of such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 

Rule 0-5 of the Rules and Regulations promulgated 


under the Act, an order disposing of the matter will be 
issued as of course following said date unless the Com- 
mission thereafter orders a hearing upon request or upon 
the Commission's own motion. Persons who request a 
hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9142/January 30, 1976 


In the Matter of 


FINANCIERA BANCOMER, S.A. 
Venustiano Carranza No. 44 

Sixth Floor 

Mexico 1, D. F., Mexico 


(812-3891) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 6(c) OF THE ACT FOR ORDER 
EXEMPTING COMPANY FROM ALL PROVISIONS OF 
THE ACT 


NOTICE IS HEREBY GIVEN that Financiera Bancomer, 
S.A. (“Applicant”), a Mexican credit institution, filed 
an Application on December 22, 1975, pursuant to 
Section 6(c) of the Investment Company Act of 1940 
(“Act”) for an order exempting Applicant from all pro- 
visions of the Act. All interested persons are referred 
to the Application on file with the Commission for a 
statement of the representations therein, which are 
summarized below. 


Applicant was incorporated on October 8, 1945, as an 
Institucion Financiera y Fiduciara (“Financiera”) pur- 
suant to Mexican law. A Financiera is an integral part 
of the Mexican banking system, having as its principal 
function the making of loans to Mexican enterprises 
and to agencies and departments of the Mexican 
government. Applicant is the largest private Financiera 
in Mexico, having at December 31, 1974, aggregate 
assets of approximately $1.900,000,000. 


Applicant intends to make a public offering in the United 
States of its Certificates of Deposit with maturities 
ranging from six to two months pursuant to a registra- 
tion station on Form S-1 under the Securities Act of 
1933 which will be filed with the Commission. 


Applicant represents that its organization and operation 
are closely supervised by the Mexican Ministry of 
Finance, the Bank of Mexico, and the Comision 
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Nacional! Bancaria y de Seguros (“National Banking and 
insurance Commission’). 


A Financiera may be organized only after specific 
approval of the Ministry of Finance, acting in consulta- 
tion with the Bank of Mexico and the National Banking 
and Insurance Commission. Applicant states that in 
addition to specifying minimum capital, Mexican regu- 
latory authorities limit the ratio that liabilities of a 
Financiera may bear to capital and capital reserves. 
They also establish deposit reserve requirements with 
the Bank of Mexico which are adjusted from time to 
time. Under existing reserve requirements, Financieras 
must deposit and maintain unencumbered with the 
Bank of Mexico specified percentages of new funds 
raised through the sale of debt instruments. Specified 
portions of funds not required to be used for deposit 
reserves are loaned to or invested with industries 
specified by the Bank of Mexico while the remaining 
funds may be loaned or invested without specific 
limitation other than as provided by law. 


Applicant further states that Financieras are also subject 
to reporting requirements and other supervision, in- 
cluding monthly publication of a balance sheet in a 
newspaper of general circulation and monthly financial 
reports to the National Banking and Insurance Com- 
mission. The National Banking and Insurance Commis- 
sion may also conduct unannounced audits of the 
operations of Financieras. In certain instances, if trans- 
actions do not conform with legal requirements or 
there are other irregularities in operations affecting the 
stability or solvency of a Financiera, the National 
Banking and Insurance Commission may appoint an 
“interventor-gerente” who is granted powers normally 
vested in the Board of Directors and has full powers 
concerning the operations of the Financiera. Mexican 
law also provides for the annual election of one or more 
shareholders’ examiners” who are charged with ob- 
serving the conduct of Applicant's business and reporting 
to the shareholders annually. Such examiners can call 
a shareholders’ meeting whenever they believe such 
meeting to be in the interest of the shareholders. Ap- 
proval of the Ministry of Finance is also required to 
establish, change the location of or close an office of a 
Financiera, or for the merger or transfer of the assets 
and liabilities of a Financiera. 


Applicant further states that the activities in which it 
may engage are subjecxt to other specific requirements 
or restrictions embodied in Mexican law, including 

(a) limitations on the purchase and sale of foreign 
currency required to meet a Financiera’s obligation in 
foreign currency: (b) limitations on the percentage of 
assets that may be allocated to specific types of loans: 
(c) specifications of types of collateral which must be 
obtained in certain instances; (d} regulation of the pur- 
chases; of securities; (e) limitations on the maximum 
amount that may be loaned to any one debtor or group 
of related debtors, and other matters. Business trans- 
actions by Applicant with its Directors, principal share- 
holders or their close family members in excess of 
specified amounts are not permitted unless approved by 
disinterested Directors. 


When Applicant's registration statement has been 
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declared effective, Applicant will become subject to the 
reporting requirements of Section (d) of the Securities 
Exchange Act of 1934. The Certificates of Deposit will 
be issued pursuant to a trust indenture with a substantial 
bank located in the United States (the ‘Trustee”). The 
Trustee will prepare a Statement of Eligibility and 
Qualification under the Trust Indenture Act of 1939 
and the indenture will comply with the provisions of 
the Trust Indenture Act of 1939. In addition to the 
customary provisions contained in an indenture relating 
to a debt instrument, it is anticipated that the indenture 
will provide that in the event of default, the Trustee may 
notify the National Banking and Insurance Commission 
with respect thereto and request such Commission to 
take appropriate action in order to cure the default. 

lf a holder of a Certificate of Deposit to be offered in the 
United States obtains a judgment in the United States 
against Applicant in a suit arising out of the sale and 
distribution of the instrument, or in the event of default 
under the indenture, Applicant fails upon demand to 
satisfy the judgment, the Trustee will, at the request of 
the certificate holder, obtain Mexican counsel to obtain 
execution of the judgment in Mexico. At ali times that 
Certificates are outstanding, Applicant will appoint an 
agent for service of process in the United States. 


Section 6(c) of the Act, as here pertinent, authorizes the 
Commission by order upon application, conditionally 
or unconditionally, to exempt any. person or any class 
or classes of persons from any provision or provisions 
of the Act if and to the extent that such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and policies 
and provisions of the Act. 


Applicant states that its capital structure and operations 
are closely supervised and regulated. Full disclosure with 
respect to. Applicant and the Certificates of Deposit will 
be made in the registration statement to be filed by it 
pursuant to the Securities Act of 1933. Thereafter, it 
will be subject to the reporting requirements of Section 
15(d) of the Securities Exchange Act of 1934. The 
appointment of an Authorized Representative in the 
United States and the provisions of the indenture will 
provide certificate holders access to a remedy for any 
default by Applicant. Under the circumstances, 
Applicant states that the purposes and policies of the 
Act will be satisfied and application of the require- 
ments of the Act to Applicant would under such circum- 
stances be unnecessary and burdensome. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than February, 1976, at 5:30 p.m. 
submit to the Commission, in writing, a request for a 
hearing on the matter, accompanied by a statement as 
to the nature of his interest, the reason for such request 
and the issues of fact or law proposed to be controverted, 
or he may request that he be notified if the Commission 
shall order a hearing thereon. Any such communication 
shall be addressed to: Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549. A copy 
of such request shall be served personally or by mail 
(air mail if the person being served is located more 
than 500 miles from the point of mailing) upon Applicant 
at the address stated above. Proof of such service (by 
affidavit or in the case of an attorney-at-law by 
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certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued by the 
Commission as of course following said date, unless the 
Commission's own motion. Persons who request a 
hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9143 /February 3, 1976 


In the Matter of 


THE HORNBLOWER EQUITY FUND, INC. 
c/o Eaton & Howard Stock Fund 

20 Federal Street 

Boston, Mass. 02110 


(811-1845) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
8(f) OF THE ACT FOR AN ORDER DECLARING THAT 
COMPANY HAS CEASED TO BE AN INVESTMENT 
COMPANY 


NOTICE IS HEREBY GIVEN that The Hornblower 
Equity Fund, Inc. ("Fund"), registered under the 
Investment Company Act of 1940 (“Act”) as an 
open-end investment company, filed an application on 
November 26, 1975, for an order pursuant to Section 
8(f) of the Act declaring that the Fund has ceased to be 
an investment company. All interested persons are 
referred to the application on file with the Commission 
for a statement of the representations contained 
therein which are summarized below. 


The Fund was organized under the laws of Maryland 
on March 12, 1969, as The Acorn Equity Fund, 

Inc., later changed its name to The Alpine Equity Fund, 
Inc., and took its present name on June 1, 1970. It 
registered under the Act on April 18, 1969. 


On November 12, 1974, the Fund's Board of Directors 
approved an Agreement and Plan of Reorganization 
(“Agreement”) between the Fund and the Eaton & 
Howard Stock Fund (“Stock Fund”) whereby the 

Stock Fund would acquire substantially all of the 
securities and cash of the Fund in exchange for shares 
of the Stock Fund and the Fund would be dissolved. 
The Agreement was approved by Fund's shareholders 
on August 4, 1975. The exchange was consummated 
on August 13, 1975, and the Certificate of Dissolution 


was filed with the Secretary of State in Maryland on 
November 17, 1975. 


The application states that the Fund has no assets 
other than $20,054.06 to pay remaining liabilities, 
including dividends and costs of liquidation, all of 
which sum, it is anticipated will be used to pay such 
liabilities. 


Section 8(f) of the Act provides, in pertinent part, that 
when the Commission finds that a registered 
investment company has ceased to be an investment 
company, it shall so declare by order, and upon the 
taking effect of such order the registration of suchf 
company shall ceased to be in effect 


NOTICE IS FURTHER GIVEN that any interested 
person may not later than February 27, 1976, at 

5:30 p.m., submit to the Commission in writing a 
request for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request and the issues, if any. of fact or law 
Proposed to be controverted, or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
shall be served personally or by mail (air mail if the 
person being served is located more than 500 miles 
from the point of mailing) upon Fund at the address 
stated above. Proof of such service (by affidavit, or in 
case of an attorney-at-law. by certificate) shall be 

filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless 

the Commission thereafter orders a hearing upon 
request or upon the Commission's own motion. Persons 
who request a hearing or advice as to whether a hearing 
or advice as to whether a hearing is ordered, will 
receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegatedauthority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9144/February 4, 197y 


In the Matter of 
The Burnham Fund 
60 Broad Street 
New York, New York 10004 
(811-1912) 
ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
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DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


On January 2, 1976, a notice was issued (Investment 
Company Act Release No. 9109) of an application 
filed on November 25, 1975, by The Burnham 

Fund (“Applicant”), registered under the Investment 
Company Act of 1940 (“Act”) as an open-end, 
diversified management investment company, for an 
order of the Commission pursuant to Section 8(f) of the 
Act declaring that Applicant has ceased to be an 
investment company as defined in the Act. The notice 
gave interested persons an opportunity to request a 
hearing and stated that an order disposing of the 
application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered and it is found that 
Applicant has ceased to be an investment company. 
Accordingly. 


IT IS ORDERED. pursuant to Section 8(f) of the Act. 
that the registration of The Burnham Fund, under the 
Act shall forthwith cease to be in effect. 

For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9145 / February 4, 1976 


In the Matter of 


Southern California Minority Capital Corp. 
2651 South Western Avenue 

Suite 303 

Los Angeles, California 90018 


(811-2124) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER 
DECLARING THAT APPLICANT HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Southern California 
Minority Capital Corporation (“Applicant”), which is a 
closed end. non-diversified management investment 
company registered under the Investment Company 
Act of 1940 (“Act”), has filed an application on 
January 20, 1976. for an order of the Commission 
declaring that the Applicant has ceased to be an 
investment company as defined in the Act. All 
interested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein, which are 
summarized below. 
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Applicant states that it was incorporated in California 
on July 20, 1970, and that it was licensed on 
October 8, 1971, under the Small Business Investment 
Act of 1958. 


Applicant represents that there are a total of 5,091 
shares of its common stock issued and outstanding 
among 76 persons and firms; and that to the knowledge 
of Applicant the only person, firm or company 
beneficially owning more than 10% of its common 
stock is North American Rockwell Corporation (“North 
American Rockwell Corporation (“North American’), 
which owns 650 shares or 12.77% of all issued and 
outstanding common stock of Applicant. Applicant 
further represents that to its knowledge the security 
holdings of North American in small business 
investment companies does not exceed 5% of its total 
assets. 


Applicant states that the only preferred stock issued 
and outstanding is 5,000 shares of Class A preferred 
issued to the Small Business Administration, an 
agency of the United States Government. 


Applicant represents that it does not presently 
propose to make a public offering of its securities. 


Section 8(f) of the Act provides, in pertinent part. 
that when the Commission upon application finds that 
a registered investment company has ceased to be an 
investment company, it shall so declare by order and, 
upon the effectiveness of such order, the registration 
of such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 1, 1976 at 5:30 p.m. 
submit to the Commission in writing a request that 
for a hearing on this matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, ans the issues of fact or law pro- 
posed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commi- 
ssion, Washington, D.C. 20549. A copy of such re- 
quest shall be served personally or by mail (air mail 
if the person being served is located more than 

500 miles from the point of mailing) upon Applicant 
at the address set forth above. Proof of such service 
(by affidavit or, in case of an attorney at law, by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon 
the request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 
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George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9146 / February 5, 1976 


In the Matter of 


SCUDDER CASH INVESTMENT TRUST 
10 Post Office Square 
Boston, Massachusetts 02109 


(812-3898) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 6(c) OF THE ACT FOR 
EXEMPTION FROM SECTION 10(b) (2) OF THE ACT 


NOTICE IS HEREBY GIVEN that Scudder Cash 
Investment Trust (“Applicant”), an open-end 

diversified management investment company registered 
under the Investment Company Act of 1940 (‘Act’). 
filed an application on January 19, 1976, pursuant 

to Section 6(c) of the Act for an order of the 
Commission exempting Applicant from Section 10(b)(2) 
of the Act. All interested persons are referred to the 
application on file with the Commission for a statement 
of the representations set forth therein, which are 
summarized below. 


Applicant was organized as a Massachusetts business 
trust on December 12, 1975. On that date Applicant 
filed a Notification of Registration on Form N-8A (File 
No. 811-2613) and a Registration Statement on Form 
N-8B-1 under the Act. On that date Applicant also 
filed a Registration Statement on Form S-5 under 

the Securities Act of 1933 (File No. 2-55166), 
covering Applicant's shares of beneficial interest 
without par value, which Registration Statement has 
not yet become effective. 


Scudder, Stevens & Clark (“Adviser’’), a partnership 
which is registered as an investment adviser under 

the Investment Advisers Act of 1940, will enter into an 
investment advisory agreement with Applicant 

whereby it will agree to provide Applicant with 
investment research, advice and supervision and to 
furnish an investment program for Applicant's portfolio 
consistent with the investment objectives and 

policies of Applicant. Applicant intends to enter into 
an underwriting agreement with Scudder Fund 
Distributors, Inc. (“Distributors”), a wholly owned 
subsidiary of Adviser which, as agent, will offer 
Applicant's shares to investors in those states in 

which the shafes are qualified and in which it is 
qualified as a broker-dealer. The underwriting agreement 
will provide that Distributors accept orders for shares 
at net asset value as no sales commission or load is 
charged the investor. 


Section 10(b) (2) of the Act provides, in pertinent 
part, that “(b) No registered investment company 


shall...(2) use as a principal underwriter of securities 
issued by it any director, officer, or employee of such 
registered company or any person of which any such 
director, officer, or employee is an interested person, 
unless a majority of the board of directors of such 
registered company shall be persons who are not 
such principal underwriters or interested persons of 
any of such principal underwriters... .” 


Applicant states that it presently has a Board of 
Trustees the majority of the members of which are 
interested persons of Adviser and, therefore. Distributors. 
It is intended that Applicant and Adviser shall comply 
with all the provisions of clauses (1) to (8) inclusive of 
Section 10(d) of the Act. At the time the underwriting 
contract mentioned above is executed, Applicant 
desires that, in addition to the permission granted by 
Section 10(d) to have all but one of its trustees 
interested persons of Adviser, it may be permitted to 
have all but one of its trustees interested persons of 
Distributors. To that end Applicant desires an 
appropriate exemption from Section 10(b) (2). 


Applicant asserts that it desires to establish a 

method for wide distribution of its shares and believes 
that this can be best accomplished through a principal 
underwriter. Applicant does not wish to charge a 
sales load. Moreover, as stated above, Applicant intends 
to be a Section 10(d) company and as such is strictly 
limited as to sales expenses by Section 10(d) (5) of 
the Act. Applicant states that, under these 
circumstances, only the Adviser or a company wholly 
owned by the Adviser or its partners could afford to 
undertake the expense of acting as principal 
underwriter. 


Adviser, however, for reasons incident to the conduct 
of its own business, of which its relationship with 
Applicant is only a part, does not wish to become a 
principal underwriter. 


Applicant states that notwithstanding the provisions 
of Section 10(d), the provisions of Section 10(b) (2) 
appear to prevent Distributors from acting as principal 
underwriter of Applicant. Applicant submits that the 
reasons for permitting an investment company which 
meets the requirements of Section 10(d) to have only 
one director completely independent of the : permitting 
it to have only one director who is not an interested 
person of a principal underwriter which is wholly owned 
by the investment adviser. . 


Section 6(c) of the Act authorizes the Commission, 
upon application, to exempt any person from any 
provision or provisions of the Act conditionally or 
unconditionally if and to the extent such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 1, 1976, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest. the reason for such 
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request, and the issues, if any. of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail (air mail 
if the person being served is located more than 500 
miles from the point of mailing) upon Applicant at the 
address stated above. Proof of such service (by affidavit. 
or in case of any attorney at law, by certificate) shall 
be filed contemporaneously with the request. As 
provided by Rule O-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application will be issued as of course following said 
date unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements thereof. 
For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 

George A. Fitzsimmons 

Secretary 








[S.D. Fla. 1974] Lit. Rel. 6574) or a criminal 
conviction also arising out of the same activity 

(State of Texas v. Howard William Alexander, Docket 
2264/75, September 3, 1975). 


A hearing will be scheduled by further Order to take 
evidence on the staff allegations and to afford the 
respondent an opportunity to offer any defenses thereto, 
for the purpose of determining whether the allegations 
are true and, if so, whether any action of a remedial 
nature should be ordered by the Commission. 





R. J. Allen & Associates, Inc., et al., 386 F. Supp. 866 





LITIGATION 








INVESTMENT ADVISER ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 496 / February 5, 1976 


The Securities and Exchange Commission has 

ordered administrative proceedings under the 
Investment Advisers Act of 1940 involving H. William 
Alexander, a/k/a Howard W. Alexander, d/b/a 

H. William Alexander Investment Counseling 
(Registrant) 


The proceedings are based upon allegations of 

the Commission's staff that the Registrant during the 
period from, in or about August, 1973 through 
September, 1974, while an officer and beneficial 
owner of R. J. Allen & Associates, Inc. (R. J. Allen), a 
municipal bond dealer in Fort Lauderdale, Florida, 
offered and sold securities in the form of Industrial 
Development Revenue Bonds (IDRs) in violation of the 
anti-fraud provisions of the federal securities laws. The 
Registrant made false and misleading statements 
concerning, among other things, that R. J. Allen would, 
at the customer's demand, repurchase the IDRs from 
the customer at the full purchase price, that the IDRs 
were a safe and secure investment, that R. J. Allen 
would deliver or cause the IDRs purchased to be delivered, 
that R. J. Allen would hold in trust IDRs sold by 
Registrant and that the IDRs were readily marketable 


In addition, the Registrant has failed to amend his 
Investment Adviser application Form ADV to reflect 
entry of a judgment of permanent injunction against 
him enjoining the above-described activity (SEC v. 
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Litigation Release No. 7257/January 30, 1976 


S.E.C. v. Virginia Oil and Gas Company, et al. 
(U.S.D.C. for E.D. of Va., Civil Action No. 74-108NN) 


Paul F. Leonard, Administrator of the Washington Re- 
gional Office, announced that on January 13, 1976, the 
Honorable John A. MacKenzie, Judge of the U.S. Dis- 
trict Court for the Eastern District of Virginia, entered an 
Order appointing Calvin B. Freeman of High Point, North 
Carolina to act as the Temporary Special Fiscal Agent in 
connection with the accounting previously ordered by the 
court in this matter. Said Fiscal Agent is to make an ac- 
counting of all monies received and due Virginia Oil and 
Gas Co. from investors in certain oil and gas wells and 
from the production of said wells and also of all monies 
disbursed by Virginia Oil and Gas Co. Said Fiscal Agent 
will also have the authority to collect and disburse 

monies received from production in the above-mentioned 
wells, and to pay out all necessary and proper expenses 
incurred in the operation and maintenance of said wells. 


For further information see Litigation Releases Nos. 6603 
and 6790. 





Litigation Release No. 7258/February 3, 1976 


SEC v. PRUDHOMME INVESTOR SERVICE, INC. AND 
ABRAHAM KAPLAN (D.C., Civil Action No. 76-0143) 


Paul F. Leonard, Administrator of the Washington Re- 
gional Office, announced that on January 23, 1976, the 
Commission filed a complaint seeking to enjoin Prud- 
homme Investor Service, Inc. (Prudhomme) and Abraham 
Kaplan (Kaplan), its president, both of Silver Spring, 

Maryland, from further violations of the reporting require- 
ments of the Securities Investor Protection Act of 1970 
(SIPA) and the broker-dealer registration, recordkeeping 
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and antifraud provisions of the Securities Exchange Act 
of 1934 (Exchange Act). 


The complaint alleges that the defendant Prudhomme, 
aided and abetted by Kaplan: (a) failed to file certain 
reports required by the SIPA to be filed with the National 
Association of Securities Dealers; (b) engaged in busi- 
ness as a broker-dealer after being advised by the 
Securities Investor Protection Corporation that to do so 
would be unlawful based on their failure to file the pre- 
viously mentioned reports; (c) continued to engage in 
business as a broker-dealer after the Commission had 
revoked Prudhomme'’s registration and barred Kaplan 
from being associated with any broker-dealer; (d) failed 
to make and keep current records prescribed as neces- 
sary by the Commission; (e) refused to permit reasonable. 
periodic, special or other examination of those records; 
and (f) violated the antifraud provisions of the Exchange 
Act in that they engaged in the offer and sale of securities 
without disclosing to customers that the Commission had 
revoked Prudhomme’s registration and barred Kap!an 
from association with any broker-dealer. 


The Commission also filed a Motion for a Temporary Re- 
straining Order seeking to enjoin defendants from fruther 
violations of the above-mentioned provisions of the 
federal securities laws. A Temporary Restraining Order 
was entered by the Honorable Charles R. Richey, U.S. 
District Court Judge for the District of Columbia. A hear- 
ing on the Motion for Preliminary Injunction has been 
scheduled for February 2, 1976. 





Litigation Release No. 7259/February 3, 1976 


US v. DONALD RIDDELL 
(D. Or. No. CR 75-143) 


US v. FRANK S. MORRIS, et al. 
(D. Or. No. CR 75-144) 


Sidney |. Lezak, United States Attorney for the District 
of Oregon, and Jack H. Bookey, Administrator of the 
Seattle Regional Office of the Securities and Exchange 
Commission, announced today that on January 26,1976 
the Honorable Robert C. Belloni, United States District 
Judge, sentenced Donald Riddell of Portland to four years 
confinement on each of two counts of mail fraud in a 13- 
count indictment, based on Riddell’s pleas of guilty to the 
two counts entered November 10, 1975, the two terms 
of confinement to run concurrently. In a companion pro- 
ceeding, also on January 26, 1975, Judge Belloni sen- 
tenced Frank S. Morris, also of Portland, to five years 
confinement on each of two counts, one for mail fraud 
and one for securities fraud, in a 31-count indictment, 
based on Morris's pleas of guilty to the two counts 
entered November 10, 1975, the two terms of confine- 
ment to run concurrently. On the government's motion, 
the court dismissed the Morris indictment as against co- 
defendants Robert Lind and Frances Nitsch, employees of 
Morris who had pleaded not guilty. 


The indictments alleged inter-related schemes to defraud 
in the sale of vendors’ interests in installment contracts 


for the sale of truck tires, truck tractors and trailers, the 
contracts being bogus and the merchandise described 
therein nonexistent. 


For further information, see Litigation Releases Nos 
6924/June 6, 1975 and 7180/November 25, 1975. 





Litigation Release No. 7260/February 4, 1976 


SEC v. DAL-TEX PETROLEUM CORPORATION, ET AL 
(N.D. TEX.) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office of the United States Securities and Ex- 
change Commission, announced today that on Thursday, 
January 29, 1976 Federal District Judge William M 
Taylor, Jr. at Dallas, Texas entered an order of preliminary 
injunction against Dal-Tex Petroleum Corporation, Sam 
Spector and William Spector, all of Dallas 


The order enjoins the defendants from further violations 

of the securities registration and anti-fraud provisions of 
the federal securities laws. The defendants consented to 
the entry of the order without admitting or denying the 
allegations in the Commission's complaint. 


The Commission's complaint alleged that Del-Tex 
Petroleum Corporation, Sam Spector and William Spec- 
tor, violated the registration and anti-fraud provisions of 
the federal securities laws in connection with the offer 
and sale of fracational undivided working interests in oil 
and gas leases located in Clay and Wichita Counties, 
Texas, offered by Dal-Tex Petroleum Corporation. 


For further information see Litigation Release No. 7241. 





Litigation Release No. 7261/February 4, 1976 
USA v. SANFORD DVORIN (N.D. TEX) 


Richard M. Hewitt, Administrator of the Fort Worth Re- 
gional Office of the Securities and Exchange Commission, 
and Frank D. McCown, United States Attorney for the 
Northern District of Texas, jointly announced that on 
January 28, 1976, federal district Judge William M. 
Taylor, Jr., at Dallas, found Sanford Dvorin, Dallas, guilty 
on one count of a three-count Information charging him 
with criminal contempt of an order of preliminary in- 
junction previously issued. Judge Taylor sentenced 
Dvorin to thirteen months imprisonment, to be suspended 
after thirty-days incarceration plus two-years probation. 
In addition, Dvorin was fined $2,000. 


Dvorin’s probation was conditioned upon (a) compliance 
with federal, state, and local laws, (b) compliance with 
the rules of the Probation Department, and (c) com- 
pliance with Dvorin’s agreement to not engage in the 
sale of securities. 
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The preliminary injunction previously entered on 
February 21, 1974, enjoined Dvorin from further viola- 
tions of the registration and antifraud provisions of the 
federal securities laws involving the offer and sale of 
fractional undivided working interests in oil and gas 
leases issued by Olympic Petroleum Corporation. 


For further information see Litigation Releases Nos. 
6216, 6255, 6987. and 7083. 
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